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Last November the members of the Association voted 
to cancel the 1942 annual meeting scheduled for Cleve- 
land, Ohio, and to publish in lieu of the Proceedings 
an issue of the Journal similar to the wartime publica- 
tions of other learned societies. Accordingly, the Chair- 
man of the Program Committee, Frank G. Dickinson, 
was asked to plan the Journal and to solicit the articles 
published in the following pages. The Secretary-Treas- 
urer, Chester A. Kline, arranged for the publication of 
the Journal and prepared the section on personal notes 
regarding our members to take the place of the news 
items which would have been exchanged at the annual 


meeting. 


Epison L. Bowers, President 
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A REPORT OF PROGRESS OF THE AMERICAN INSTITUTE 
FOR PROPERTY AND LIABILITY UNDERWRITERS, INC. 


By 8S. 8S. Hursner, Chairman 


Committee on Professional Standards in Property and Casualty Insurance 
of the American Association of Unwersity Teachers of Insurance 


Last year’s report (submitted at the annual meeting of the Association 
on December 29, 1941, and published in the Association’s Proceedings, 
March, 1942) outlined in detail the historical background and objectives 
of The American Institute for Property and Liability Underwriters, Inc., 
presented the recommendations of the Advisory, Curriculum, Finance, 
and Legal Committees set up to prepare and report on their several 
assignments, and explained the reasons (1) for naming the Institute as 
it is named, and (2) for the incorporation of the proposed Institute in 
the State of Pennsylvania, with its Home Office in Philadelphia. As 
explained in that report, the American Institute was approved in prin- 
ciple at a joint meeting in New York City, on May 16, 1941, consisting 
of the members of your Committee, as well as twenty-six representatives 
appointed by the executive heads of the National Board of Fire Under- 
writers, the American Mutual Alliance, the Association of Casualty and 
Surety Executives, the National Association of Insurance Agents, the 
National Association of Mutual Insurance Agents, and the National 
Association of Insurance Brokers. This original committee also author- 
ized the creation of various sub-committees (namely, an Advisory Com- 
mittee, a Finance Committee, a Legal Committee, and a Committee on 
Curriculum and Educational Procedure) to prepare detailed reports 
with respect to organization, curriculum and educational standards, 
finances, and nomenclature, with the understanding that all of the 
findings of these committees would be referred back for final considera- 
tion to the original committee which met on May 16, 1941. 

The several aforementioned sub-committees, after many meetings, 
completed their recommendations toward the close of 1941, and the 
combined findings, in the form of a complete program, were considered 
by the original committee on January 16, 1942. With the exception of 
certain minor details, the entire program as submitted was unanimously 
adopted, and The American Institute for Property and Liability Under- 
writers, Inc., thus came into definite official being. The original com- 
mittee, on January 16, 1942, also gave instructions to its Advisory 
Committee to proceed with (1) the financing of the Institute, (2) the 
incorporation of the Institute, (3) the naming of the Board of Trustees 
for the Institute, (4) the formulation of a Constitution and By-Laws 
for the Institute, (5) the making of arrangements for the first meeting 
of the Board of Trustees to elect officers, to elect necessary working 
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committees, to approve the appointment of a Dean for the Institute, 
to consider the first budget, and to approve educational standards and 
the course of study, and (6) to make necessary recommendations for 
the beginning of formal operations on the part of the Institute. It is 
the purpose of this report to outline the actions taken with respect to 
each of the aforementioned six headings, as well as to review the 
progress of operations to date, especially following the assumption of 
office by the Dean of the Institute on July 1, 1942. 


FINANCING OF THE INSTITUTE 


As explained last year, it was agreed ‘‘to raise $50,000 to assure the 
operation of the Institute for two years, and that the property, casualty 
and surety companies be invited to contribute, as nearly as possible on 
the basis of premium volume, and that the agency and brokerage 
organizations be invited to contribute on a voluntary basis.’’ Mr. Otho 
E. Lane, Chairman, and the other members of the Finance Committee 
undertook to raise the aforementioned fund, with the result that the 
National Board of Fire Underwriters, the American Mutual Alliance, 
and the Association of Casualty and Surety Executives approved the 
arrangement and made their respective contributions for the agreed 
amount on the basis of premium volume. It should be noted that these 
three organizations participated with their selected representatives in 
the original committee which met on May 16, 1941, and January 16, 
1942. The National Association of Mutual Insurance Agents, which 
was invited to contribute on a voluntary basis, made an additional 
contribution of $1000. The members of the National Association of 
Insurance Agents, also invited to participate on a voluntary basis, made 
another contribution of over $6000, a total largely due to the tireless 
effort of Mr. Sidney O. Smith, then Chairman of the Executive Com- 
mittee of the National Association of Insurance Agents, who took 
personal charge of a fund-raising campaign among the members of this 
Association. Financial support of the Institute has thus been most 
gratifying. At its inception the Institute has been placed on a secure 
financial basis to do the things necessary to a successful launching of 
its extensive and, in many respects, difficult program. 


INCORPORATION OF THE INSTITUTE 


Financial arrangements having been completed, the Advisory Com- 
mittee next proceeded with the legal incorporation of the Institute. 
By action of the Committee, the members of the Advisory Committee 
were to be the incorporators with such additional persons as might be 
required by law. Moreover, the Institute was to be incorporated in the 
State of Pennsylvania, with its Home Office in Philadelphia. Accord- 
ingly, Articles of Incorporation were filed with the Court of Common 
Pleas No. 1 on March 11, 1942, the nine incorporators being S. S. 
Huebner, Philip L. Baldwin, John M. Breen, J. Dewey Dorsett, Alvah 
V. Gruhn, John Alden North, George W. Scott, David McCahan and 
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Otho E. Lane. Of these incorporators the first seven constituted the 
membership of the Advisory Committee, while Dr. McCahan and Mr. 
Lane were added to comply with a Pennsylvania statute which requires 
that ‘‘at least three of the incorporators must be residents of the 
Commonwealth of Pennsylvania.’’ 

Mr. Robert Dechert, of the Philadelphia firm of Barnes, Dechert, 
Price and Smith, was engaged by the Advisory Committee to prepare 
all necessary papers and to take full charge of the incorporation pro- 
ceedings. Hearings were held before the Master appointed by the 
Court, on March 27, 1942, and Messrs. S. S. Huebner, Otho E. Lane, 
David McCahan, and H. P. Stellwagen appeared at that meeting as 
petitioners. The Master’s report was filed with the Court on April 6, 
and on April 11 the decree formally approving the creation of the 
Institute was executed by Judge George Gowen Parry. The Charter 
and accompanying papers were formally recorded in the Office for 
Recording of Deeds in Philadelphia County on April 13, 1942, and 
upon this recording taking place the American Institute for Property 
and Liability Underwriters, Inc., came legally into being. 

BOARD OF TRUSTEES OF THE INSTITUTE 

The Advisory Committee was entrusted with the duty of arranging 
the personnel of the initial Board of Trustees of the Institute. It was 
decided that the initial Board should consist of twenty-three members, 
namely, five educators in the field of insurance; six stock company 
representatives (three from the fire companies and three from the 
casualty companies) ; six mutual company representatives (three from 
the fire companies and three from the casualty companies); and six 
producers (two stock company agents, two mutual company agents, 
and two brokers). It was also decided that the Chairman of the Advisory 
Committee was to serve as Temporary Chairman of this initial Board, 
until a permanent Chairman could be elected by the Board at its first 
meeting. Arrangements were also made to submit for the consideration 
of the Board the following permanent plan of a Board of Trustees 
(approved by the Board at its first meeting on April 17, 1942), namely, 
to have the Board consist of term and ex-officio Trustees as follows: 


A. Term Trustees—(1) There shall be twenty-two term 
members elected in three classes so that the term of office of 
eight members shall expire upon the election of their successors 
at the time of the first annual meeting and so that the term of 
office of seven members shall expire upon the election of their 
successors at the time of the second annual meeting and so that 
the term of office of the remaining seven members shall expire 
upon the election of their successors at the time of the tnira 
annual meeting and, further, so that the term of office of the 
members of each class shall thereafter expire upon the ciection 
of their respective successors at the time of each annual meeting. 
Term members shall be elected by a majority vote of the trustees 
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present at the regular annual meeting of the Board. In case of 
death or resignation of any Trustee, the Board may fill the 
vacancy for the balance of the unexpired term by election of a 
successor at any regular or special meeting. 

(2) The Dean of the Institute shall be a member of the 
Board of Trustees and shall serve until his successor shall be 
elected by the Board of Trustees at an annual meeting. 

B. Ex-officio Trustees—The Counsel and the Treasurer of 
the Institute shall be members ex-officio of the Board of 
Trustees during their respective terms of office, if not already 
serving as Term Trustees. 


Steps were taken by the Advisory Committee to have the various 
groups of company and field representatives on the initial Board nom- 
inated, respectively, by the National Board of Fire Underwriters, the 
Association of Casualty and Surety Executives, the American Mutual 
Alliance, the National Association of Insurance Agents, the National 
Association of Mutual Insurance Agents, and the National Association 
of Insurance Brokers (the same organizations whose representatives 
composed the large original committee), while the group representing 
educators in the field of insurance was nominated by the Advisory 
Committee itself. By arrangement, all nominations to the Board were 


subject to approval by the Advisory Committee, as well as by the large 
original committee of representatives which approved the Institute in 
principle on May 16, 1941, and gave final approval of the entire plan 
on January 16, 1942. This approval, it should be added, was given 
unanimously. The following is a list of the members of the Board. 


MEMBERS OF THE BOARD OF TRUSTEES 


Five Educators in the Field of Insurance: 
Dr. Edison L. Bowers, Professor of Insurance, Ohio State University, 
Columbus, Ohio 
Dr. J. Anderson Fitzgerald, Dean, School of Business Administration, 
University of Texas, Austin, Texas 
Dr. 8. 8. Huebner, Professor of Insurance, University of Pennsylvania, 
Philadelphia, Pennsylvania 
Dr. Harry J. Loman, Dean, American Institute for Property and Liabil- 
ity Underwriters, Inc., Philadelphia, Pennsylvania 
Dr. David McCahan, Professor of Insurance, University of Pennsylvania, 
Philadelphia, Pennsylvania 
Siz Stock Company Representatives: 
Three Representing Casualty Insurance: 
Mr. W. E. McKell, President, New York Casualty Company, New 
York City 
Mr. Kenneth Spencer, President, Globe Indemnity Company, New 


York City 
Mr. H. P. Stellwagen, Executive Vice-President, Indemnity Insurance 


Company of North America, Philadelphia 
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Three Representing Fire Insurance: 
Mr. Harold C. Conick, Assistant Manager, Royal Insurance Company, 
Ltd., New York City 
Mr. Otho E. Lane, President, Fire Association of Philadelphia, Phila- 
delphia, Pennsylvania 
Mr. John A. North, Vice-President, Phoenix Insurance Company, Hart- 
ford, Connecticut 


Sia Mutual Company Representatives: 


Three Representing Casualty Insurance: 
Mr. 8. Bruce Black, President, Liberty Mutual Insurance Company, 
Boston, Massachusetts 
Mr. C. E. Hodges, Jr., President, American Mutual Liability Insurance 
Company, Boston, Massachusetts 
Mr. J. 8. Kemper, President, Lumbermens Mutual Casualty Company, 
Chicago, Illinois 


Three Representing Fire Insurance: 
*Mr. J. J. Fitzgerald, President, Grain Dealers National Mutual Fire 
Insurance Company, Indianapolis, Indiana 
Mr. B. 8. Flagg, President, Merrimack Mutual Fire Insurance Com- 
pany, Andover, Massachusetts 
Mr. L. G. Purmort, President, Central Manufacturers’ Mutual Fire 
Insurance Company, Van Wert, Ohio 


Sia Representing the Producers in the Business: 
Two Representing the National Association of Insurance Agents: 
Mr. Wade Fetzer, Jr., Vice-President, W. A. Alexander and Company, 
Chicago, Illinois 
Governor William H. Wills of Vermont, Montpelier 
Two Representing the National Association of Mutual Insurance Agents: 
Mr. Hugh H. Murray, Jr., Secretary, National Association of Mutual 
Insurance Agents, Raleigh, North Carolina 
Mr. Bryson F. Thompson, President, National Association of Mutual 
Insurance Agents, New Haven, Connecticut 


Two Representing the National Association of Insurance Brokers: 
Mr. Arthur C. Goerlich, Executive Committee, National Association of 
Insurance Brokers, New York City 
Mr. Julian Lucas, President, Davis, Dorland and Cémpany, New York 


City 


Ez Officio Member: 
Mr. Robert Dechert, Counsel of the Institute, Barnes, Dechert, Price and 
Smith, Philadelphia, Pennsylvania 
* Deceased July 1, 1942. 
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OFFICERS AND STANDING COMMITTEES OF THE INSTITUTE 


The Board of Trustees held its first official meeting in New York 
City on April 17, 1942, with all but four members in attendance. 
Officers and standing committees were elected at this meeting as follows: 


Chateman Of the Board... ..cccccccccccscccccccccscces 8. 8. Huebner 
PR an ona nccvocevccccccccnsccccccsececoecesees John A. North 
DORR. ccccccvccccccccccccccccccccecvccccuseosscoces Harry J. Loman 
PORINT vn cide ecncccsedccccccccccccssccsesceccoeenss L. G. Purmort 
srr eer rr rr rrrrrrr ry rrr rrrrer rrr rire rt Otho E. Lane 
Assistant Secretary-Treasurer.........csceseeecesees Nelson B. Yoder 
NCEP CNNA SENS bs eececescoccccccseseencesdenenes Robert Dechert 
Executive Committee: 

The President, Chairman Kenneth Spencer (Elected) 
The Chairman of the Board J. 8. Kemper (Elected) 
The Dean L. G. Purmort (Elected) 


Arthur C. Goerlich (Elected) 


Financial Welfare Committee: 


The Chairman of the Board, Chairman W. E. McKell (Elected) 
The Treasurer 8. Bruce Black (Elected) 


Budget and Investment Committee: 


The Chairman of the Board, Chairman’ B. 8. Flagg (Elected) 
The Treasurer Harold C. Conick (Elected) 


Nominating Committee: 
J. Anderson Fitzgerald (Elected) C. E. Hodges, Jr. (Elected) 
Julian Lucas (Elected) 
Registration Board: 
The Dean H. P. Stellwagen (Elected) 
L. G. Purmort (Elected) 


Ezamination Board: 


The Dean, Chairman Wade Fetzer, Jr. (Elected) 
Edison L. Bowers (Elected) Bryson F. Thompson (Elected) 
David McCahan (Elected) Hugh H. Murray, Jr. (Later sub- 


stituted for Mr. Thompson) 


Special mention should be made of the election of Dr. Harry J. Loman 
to the Deanship of the Institute, who by arrangement was to assume 
the duties of his office on July 1, 1942. In selecting the Dean, to take 
full charge of the Institute’s educational work, much time and effort 
were given by the Advisory Committee, as well as by various members 
of the Board of Trustees. From the outset of its deliberations concerning 
candidates, the Board felt that the Dean of the Institute should be one 
who would have among his qualifications (1) an extensive experience as 
a teacher and scholar in the fields of property and casualty insurance, 
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(2) a considerable background of experience as a writer, (3) a wide 
acquaintance with existing literature in the field of insurance, (4) a 
wide administrative experience in educational matters, (5) an extensive 
acquaintance with the Deans, Directors and other educational officers of 
the nation’s collegiate schools of business, and (6) a personality that 
would blend with respect to field work in the promotion of the Institute’s 
co-operative activities with institutions of learning and outside study 
groups. 

Dr. Loman, it was unanimously felt by the Board, pre-eminently met 
the aforementioned qualifications. His teaching career in insurance at 
the University of Pennsylvania has extended over twenty-four years, 
namely, from 1919 to the present. Along with his successful teaching 
career in insurance, he has also had much administrative experience in 
educational matters, serving as Vice Dean of the Wharton School of 
Finance and Commerce of the University of Pennsylvania from 1933-39, 
as Associate Dean of the Wharton School from, 1939-42, and as Director 
of the Post-Graduate Division of the Wharton School from 1938-42. 
Dr. Loman has also served both the Federal and the Pennsylvania State 
Governments in insurance matters, as expert in insurance to the United 
States Bureau of War Risk Insurance, and as insurance consultant to 
the Pennsylvania State Workmen’s Insurance Fund. He has also held 
other insurance consultant positions from time to time throughout his 
teaching career. During 1936-38 he also served as President of the 
American Association of University Teachers of Insurance. His author- 
ship, along insurance lines, has also been very substantial. 


BY-LAWS OF THE INSTITUTE 


In general outline the By-Laws of the Institute follow those of the 
American College of Life Underwriters, owing to similar conditions. 
Certain changes, however, were necessary to meet special conditions 
surrounding the operations of the new Institute and which differ con- 
siderably from those prevailing in the American College of Life Under- 
writers. Prior to the first meeting of the Board of Trustees, the Advisory 
Committee instructed its Chairman to confer with its Counsel, Mr. 
Robert Dechert, to formulate the subject matter of the By-Laws. This 
was done, and Mr. Dechert then drew up a tentative draft for submission 
to the Board of Trustees at its first meeting on April 17, 1942. At 
this meeting the draft was discussed very fully, article by article. After 
certain minor changes had been made, the By-Laws as submitted were 
adopted unanimously by the Board. 

The major portion of the By-Laws refers to the specification of the 
personnel, their duties, the process of election, the time of official 
meetings, the filling of vacancies, etc., as they relate to the Board of 
Trustees, and to the officers and various standing committees previously 
enumerated. Space limits make a detailed statement of these factors 
impossible, but it is felt that special mention should be made of nine 
sections of the By-Laws, namely: 
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ARTICLE I—Objects of the Institute 


*«The objects of the American Institute for Property and Liability Under- 
writers, Inc., are: 

(a) To establish educational standards and administer them so that 
properly qualified property and casualty underwriters shall be recognized 
with a professional designation. 

(b) To encourage and foster the training of students in educational 
institutions and under competent instructors in qualified groups outside 
educational institutions for the career of professional property and 
casualty underwriters. 

(c) To co-operate with educational institutions in general property 
and casualty insurance education.’’ 


ARTICLE II, SEC. 3-D—Nominating Committee 


‘*The Nominating Committee shall consist of three members who shall be 
elected from the Board of Trustees at its annual meeting. It shall submit 
nominations at the next succeeding annual meeting for trustees, committees and 
officers as provided by these By-Laws. Nominations for membership on the 
Nominating Committee, Registration Board and Examination Board shall indicate 
which nominee is to serve as Chairman.’’ ~ 


ARTICLE II, SEC. 3-E—Registration Board 


‘*The Registration Board shall consist of the Dean and two elected members. 
It shall have general supervision of the registration of candidates and shall 
determine whether candidates have fully met the educational and other pre- 
requisites as established by.the Board of Trustees for taking examinations of 
the Institute. It shall review the experience records of all candidates who 
complete the Institute examinations satisfactorily and shall certify to the 
Executive Committee the names of those who have fully met the requirements 
for the Chartered Property Casualty Underwriter (C. P. C. U.) designation or 
any other certificates or designations awarded by the Institute. Reports of the 
Registration Board shall be transmitted by the Executive Committee to the Board 
of Trustees with its recommendations.’’ 


ARTICLE II, SEC. 3-F—Ezamination Board 

‘*The Examination Board shall consist of the Dean and four elected members. 
It shall have general supervision of the Institute’s educational program, including 
administration of examinations, and shall propose to the Executive Committee 
such changes in its program as it may deem wise, as well as suggest methods for 
properly stimulating interest therein. Such proposals shall be transmitted by 
the Executive Committee to the Board of Trustees with its recommendations. 
The Examination Board, through its Chairman or otherwise (as it may determine), 
shall have power to appoint any persons it selects, or such co-operating committees 
within the field of its activities as it shall from time to time deem advisable.’’ 


ARTICLE II, SEC. 7—Duties of the Dean 
‘*The Dean, in co-operation with the President, shall have direct charge of 
the Institute’s relationships with universities and colleges, organized study groups, 
educational leaders and candidates for examinations. He shall prescribe the 
character of examinations and the procedure for taking examinations which may 
be offered by the Institute. He shall arrange for and supervise the conduct and 
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grading of examinations and shall certify to the Executive Committee the names 
of those who have passed the Institute’s examination. He shall maintain such 
records for candidates and such records of the Institute’s various activities as 
may be prescribed by the Board of Trustees or as may be deemed wise by the 
President and himself. He shall have direct charge of all other educational 
activities of the Institute and shall have general administrative charge of the 
personnel, records and property of the Institute. The Dean shall serve as acting 
president with all the powers and duties of the President during the absence or 
incapacity of the President until a successor to the President is elected by the 
Board of Trustees. The Dean, together with the President, shall, by and with 
the consent of the Board, enter into and execute all contracts for and on 
behalf of the Institute. 

‘*The Dean shall use his best efforts to stimulate property and casualty 
underwriters and others engaged in the field of property and casualty insurance 
activities to study for examinations offered by the Institute and shall, through 
universities, colleges, qualified groups outside educational institutions and educa- 
tional leaders, encourage and foster the training of students for the career of 
professional property and casualty underwriters. He shall use his best efforts to 
foster general instruction in universities and colleges in general property and 
casualty insurance and to foster in individuals engaged in property and casualty 
insurance business an understanding of the changing economic, social and govern- 
mental background in which the insurance institution operates, its relationship 
to other institutions in this background, as well as the constructive and stabilizing 
services which it renders in the progress of civilization.’’ 


ARTICLE III, SEC. 1—Admission to Examinations of the Institute 


‘‘ Admission to any examination or examinations conducted by the Institute 
shall be restricted to those of such age, experience, moral character and mental 
attainment as in the judgment of the Board of Trustees are or a plane com- 
mensurate with the requirements of the various recognized professions. The 
minimum educational prerequisite shall be graduation from a four-year high 
school or establishment of its equivalent.’’ 


ARTICLE III, SEC. 2—The C. P. C. U. Designation 


‘*The Board of Trustees shall establish educational standards and administer 
them so that properly qualified property and casualty underwriters shall be 
recognized with the professional designation ‘Chartered Property Casualty 
Underwriter’ (C. P. C. U.). This professional designation shall be awarded by 
the Board of Trustees to any approved candidate who meets by examination the 
educational standards established by the Institute and who also meets the 
experience requirements prescribed by the Board.’’ 


ARTICLE IV, SEC. 1—Restrictions on Use of Income 


** All income of the Institute shall be disbursed or held strictly for the use 
and corporate purposes of the Institute as set forth in Article I.’’ 


ARTICLE IV, SEC. 3—Acceptance of Gifts . 

‘¢The Board of Trustees may accept gifts for the benefit of the Institute, any 
property of any sort whatsoever, if, in their judgment, the type of gift is desirable 
in the best interests of the Institute and if the terms under which the gift is made 
are in conformity with the purposes of the Institute. Gifts made to the Institute 
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to be used only for specified purposes shall be kept separate (both as to investment 
and accounting) from the general property of the Institute; but for greater diver- 
sification and ease of investment all or part of such funds of the Institute held 
for specified purposes may be merged into a special consolidated account of such 
funds, in which each individual fund shall have its proper proportionate undivided 
interest. The Board of Trustees shall cause such funds to be held on deposit or 
invested in such manner as seems to them wise and desirable, but without specific 
limitation as to the type of investment, unless otherwise required by the terms 
of the gift or by law.’’ 


BEGINNING OF FORMAL OPERATIONS 


The Institute formally commenced its operations on July 1, 1942, 
when Dr. Loman entered upon the active duties of the Deanship of the 
organization. Aside from current routine operations, Dr. Loman’s first 
arduous task was the preparation of the Institute’s first annual educa- 
tional Announcement, setting forth specifically (1) the subject matter 
of the educational curriculum for the five C. P. C. U. examinations, 
(2) the eligibility requirements for the taking of the examinations, 
(3) the experience requirements, (4) the procedure for the taking of 
examinations with respect to the filing of applications, the choice of 
examination centers, and the formulation of prescribed examination 
rules, (5) the suggested methods of preparation for the examinations, 
and (6) a suggested list of text books, as well as a supplementary 
reference list, for each of the five examinations. 

With respect to all of the aforementioued phases, certain fundamental 
ideas for guidance purposes had been approved by the Board of Trustees, 
in principle, at its first meeting on April 17, 1942. But adoption of 
guiding principles in general and the shaping of a well-rounded pro- 
gram, specific and practical, are two very different things. This was 
recognized by the Board, and the whole educational program, from a 
specific and practical point of view, was thus placed, so to speak, in the 
lap of the Dean. Dr. Loman completed the task by September, and a 
detailed statement concerning each of all of the aforementioned factors 
was published in the 1942-1943 Announcement of the Institute. 

Particular difficulty was encountered with respect to the set-up of the 
suggested list of text books and the supplementary reference list for 
each of the five examinations (published on pages 24-28 of the 
Announcement). This was particularly true with respect to the text 
material for Parts I and II on Insurance Principles and Practices. 
Strange as it may seem, the available readings on a number of phases 
of this section are inadequate unless an unusually long list of references 
is used. This difficulty raises the important thought that teachers of 
insurance in our institutions of higher learning, as well as leaders in the 
insurance business, should give immediate thought to the speedy prepara- 
tion of the necessary text material. Yet in view of all the difficulties, a 
perusal of the Announcement itself will clearly show that Dean Loman 
solved as well as could be, in this initial period, the numerous problems 
which he encountered, 
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Although highly important to all teachers and applicants for exami- 
nations, no effort is made to reproduce here the educational information 
which Dean Loman included in the Institute’s first Announcement. 
Space limits would require material abridgment of the information, 
and this is deemed undesirable. Said Announcement is available to 
anyone, gratis, by application to the Dean’s office, Northeast Corner 
Thirty-sixth and Walnut Streets, Philadelphia. Thus far over 11,000 
copies of the Institute’s Announcement have been distributed by the 
Dean’s office, and in this distribution much assistance has been rendered 
by various insurance organizations. Nearly 2400 copies were mailed to 
American Mutual Alliance lists; 3181 were mailed to Business Develop- 
ment Office lists; 5512, in quantity lots, upon request, to insurance 
societies, companies, and universities and colleges; 55 to members of 
the American Association of Collegiate Schools of Business; 73 to 
members of the American Association of University Teachers of Insur- 
ance ; 16 to study group leaders ; 46 to members of the Board of Trustees 
of the Institute; and 487 to individual persons to meet their particular 
requests. The aforementioned breakdown is given because a different 
type of accompanying letter was sent by the Dean to each of the specified 


groups. 
SUMMARY OF OTHER OPERATIONS OF THE INSTITUTE—PUBLICITY 


Since Dr. Loman’s active assumption of the Deanship was not effective 
until July 1, the Board of Trustees instructed its Chairman to assume 
all necessary duties of operation during the interim from April 17 to 
July 1. This was done, and the Chairman concluded essential business 
arrangements and conducted current correspondence with inquirers. He 
also issued five news releases to all the insurance journals of the country, 
as well as to certain dailies which regularly carry an insurance section. 
These releases related respectively to the objectives of the American 
Institute, the curriculum of the Institute, the Board of Trustees of the 
Institute, the officers and standing committees of the Institute, and the 
election of Dr. Loman to the Deanship. It should be stated that these 
releases were reproduced by practically all of the publications to whom 
they were sent. 

Immediately upon the assumption of his duties on July 1, the Dean 
undertook, in a very comprehensive way, in addition to the preparation 
and wide distribution of the Institute’s first annual Announcement, to 
publicize the objectives and services of the Institute, and to lay the basis 
for study groups at colleges and universities as well as under private 
auspices. These activities of the Dean, during the past seven months, 
may be briefly summarized as follows: 

(1) Nime special addresses have been made thus far at important 
insurance conventions and underwriters’ meetings, both stock and mutual, 
outlining the C. P. C. U. program, and explaining the objectives of the 
Institute. These addresses were given before the Insurance Federation 
of Pennsylvania, meeting in Pittsburgh; the New Jersey Association of 
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Insurance Agents, meeting in Trenton; the National Association of 
Insurance Agents convention, meeting in Chicago; the National Asso- 
ciation of Mutual Insurance Agents convention, meeting in New York 
City; the Insurers Association of Washington, the Insurance Club of 
Washington, and the Managers Association of Washington, meeting in 
Washington ; the Connecticut Association of Insurance Agents, meeting 
in New Haven; the C. P. C. U. class conducted by the Economic and 
Business Foundation (Westminster College), meeting at Youngstown, 
Ohio; the C. P. C. U. class conducted by Indiana University; the 
Chicago Agents Association, meeting at Chicago; and the Central Ohio 
Property and Casualty Underwriters, meeting at Ohio State University. 
The Chairman of the Board also addressed the national convention of 
the National Association of Mutual Insurance Agents on “The Profes- 
sional Status and Its Meaning.” Much publicity was given to these 
addresses by the insurance press of the nation. 

(2) Seven special articles have been written for the insurance press, 
and through this medium the Institute’s mission was also conveyed to a 
great many of the huge personnel of the property and casualty business. 
It should also be stated that the addresses and articles to which reference 
is made, as well as substantial portions of the Institute’s Announcement, 
have been reproduced by numerous company home office publications, 
state association bulletins, the Casualty & Surety Journal, the Journal 
of American Insurance, the American Agency Bulletin, etc. 

(3) The Dean also visited the following cities for the purpose of 
conferring with representatives from insurance companies, underwriters’ 
organizations, and universities: Detroit, Providence, Boston, Cleveland, 
Akron, St. Louis, Milwaukee, Pittsburgh, Washington, D. C., Chicago, 
New York City, Youngstown, Columbus, Cincinnati and Indianapolis. 
In many of the above cities, joint meetings of the interested groups 
were arranged. At the time this report was written, the Dean also 
contemplated an extensive field trip to cover the Pacific Coast and the 
Far West. 

(4) An extensive personal correspondence has been conducted with a 
large number of inquirers. Approximately 450 persons in 39 states have 
already indicated a personal interest in the securing of the C. P. C. U. 
designation. Many of these are now preparing for one or more examina- 
tions to be given next June, and in a number of localities study groups 
have been started exclusively for this purpose. While fairly well dis- 
tributed throughout the nation, the largest number of inquiries thus far 
have been received from the District of Columbia, Illinois, Indiana, 
Iowa, Massachusetts, Michigan, New Jersey, New York, Ohio, Oklahoma, 
Pennsylvania, Texas, and Wisconsin. 

(5) Study groups for C. P. C. U. work have been organized and are 
now being conducted in Boston, Dallas, Detroit, Chicago, Indianapolis, 
Youngstown, Fort Wayne, Philadelphia, Jamestown, Milwaukee, New 
York City, Nashville, Van Wert, and Washington, D. C. Moreover, 
study groups have also been planned in Columbus, Cincinnati, Pittsburgh, 
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St. Louis, Los Angeles, San Francisco, and New Orleans. In practically 
all cases the study groups thus far are devoted to the subject matter of 
Parts I or II, or the combination of Parts I and II. The reasons for 
this have been set forth by Dean Loman as follows, in one of his articles: 


“First, the Institute has suggested the instalment plan for 
taking the examinations and it is logical to start with “Insur- 
ance Principles and Practices.’ Secondly, this is the area not 
adequately covered by college and university courses. Thirdly, 
the subject matter relates most directly to the business in which 
the candidate is interested. Fourthly, most of the candidates are 
already familiar with a part of this subject and prefer to make 
their start in the area best known to them. Fifthly, the first 
examinations are scheduled for June 9, 10, and 11 and the 

_ shortness of time limits the material that any study group can 
cover between now and June of 1943. 

“Normal educational processes have been vitally affected by 
the present war emergency. This, of course, has repercussions 
on the work of preparing for the C. P. C. U. However, the 
effect is not as great as one might suppose, excepting on begin- 
ners who are preparing for future careers in insurance. Most 
of the C. P. C. U. candidates during the early years of the 
Institute will come from the group of more mature persons 
who have had considerable insurance experience. This is partly 
because of the C. P. C. U. experience requirement and partly 
because those in the older group are not likely to enter the 
armed forces. Moreover, many of these persons are keenly aware 
that this is the time to prepare for the competition that will 
follow the war.” 


(6) Every effort has been made to contact our institutions of higher 
learning by correspondence and personal visits, with a view to having 
them give courses of instruction covering the various parts of the 
C.P.C.U. program. It must, of course, be recognized that the war 
emergency will prevent many colleges and universities from starting new 
courses at this time for persons wishing to prepare for insurance as a 
career. But while the prospect for the inauguration of new courses is not 
great, owing to war conditions, we must not overlook the fact that a very 
large portion of the subject matter of the C. P. C. U. program is already 
covered in the standard offerings of the collegiate schools of business 
in both their day and evening branches. It also seems, since most 
C. P. C. U. candidates in the next few years will come from the group 
of more mature persons already in the insurance business for some time, 
that a special opportunity exists for the conduct of C. P. C. U. courses 
in the evening branches of our collegiate schools of business. Despite 
the prevailing difficulties, much headway has already been made with our 
institutions of higher learning. As Dean Loman explained in an article 
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prepared on the Institute for the Annual Insurance Number of the 
Journal of Commerce (December 28, 1942) : 


“Educators all over the country have expressed a willingness 
to cooperate with the Institute by establishing the necessary 
college courses in insurance, although the war emergency 
hampers the addition of new courses at this time. Nevertheless, 
the Institute’s curriculum contemplates the use of so many of 
the previously mentioned existing course offerings of our schools 
of business administration that those who follow the advice of 
the Institute to prepare for the examinations on a four-year 
instalment basis, will have no difficulty in preparing for at least 
one of the examination parts in time for the Institute’s first 
examinations in June of 1943.” 


Despite all the troubles occasioned by the war, and they are many 
indeed, the response to Dean Loman’s comprehensive efforts has been all 
that could be expected or desired. In fact, the author of this report has 
not heard of a single case of opposition, signifying gross indifference or 
positive antagonism to the Institute’s professional program. Everywhere, 
insurance company officials, insurance journals, insurance agents’ asso- 
ciations, insurance clubs, field men, and educational institutions through- 
out the country have shown a lively interest in the Institute and its 
educational program and have shown every desire to co-operate fully 
with the Institute in bringing about the fulfilment of its objectives. 


S. 8. Huebner, Ph.D., Sc.D., has been Professor 
of Insurance at the University of Pennsylvania since 
1908, and is Chairman of the Insurance Department 
at that institution. He is also President of the 
American College of Life Underwriters, and Chair- 
man of the Board of the American Institute for 
Property and Liability Underwriters, Inc. He has 
served the United States Government in numerous 
capacities from 1912 onward, and is the author of 
Government reports on “Steamship Agreements and 
Affiliations,” “The Status of Marine Insurance,” 
and “Legislative Obstacles to the Development of 
Marine Insurance.” At present he is a member of 
the War Department Advisory Committee on Insur- 
ance and is Insurance Consultant to the Civil Aero- 
nautics Board. He is also the author of numerous 
collegiate text books, among which are “Life Insur- 
ance,” “Property Insurance,” “The Economics of Life 
Insurance,” “Life Insurance as Investment” (jointly 
with Dr. David McCahan), “Marine Insurance,” and 
“The Stock Market.” 

















THE OUTLOOK FOR AUTOMOBILE INSURANCE 
By Joun M. Breen 


Most all the ills of the automobile insurance business stem from the 

rubber shortage, which according to the Baruch Report is 
“so dangerous that, unless corrective measures are taken imme- 
diately, this country will face both a military and civilian 
collapse.” 

Many of us had not fully realized until after Malaya and the Nether- 
land Indies had been seized, and our entire rubber supply cut off 
overnight, that our nation rested on an economy of motor transportation. 
They were the only sources of natural rubber in the entire world which 
had been successfully exploited to any important extent before the war. 
When the Japanese armies overran this area in early 1942, the United 
States had no place to turn for the 600,000 tons it consumed annually 
in normal times, or for several hundred thousand additional tons needed 
for modern mechanized warfare. 

The rubber stockpile that had been built up in 1941 totalled less 
than a year’s supply, and synthetic production was infinitesimal; a 
modest plant expansion program was just getting under way. 

It was evident that the situation was of the gravest kind. On January 
5, 1942, the sale of new tires was rationed, and recapping was restricted 
February 19. On May 12, gasoline rationing began on the Eastern 
Seaboard. 

Drastic Drivine RESTRICTIONS 


Americans are willing to make whatever sacrifices are required of 
them to win the war. To date, giving up the use of their automobiles 
had been just about the hardest sacrifice most of the civilian population 
has had to make. The government realized that only the most expert 
and impartial proof of the necessity for it would be acceptable. That 
was why the members of the Baruch Committee were chosen with 
such care. 

But now that the case has been proved, the sky is the limit on what 
may be asked, and what will be readily agreed to. And it looks as if 
we might be asked to go the limit. 

Since the Committee’s report there followed in rapid succession, the 
order to cut speeds to 35 m.p.h., periodic tire inspections and nation- 
wide gasoline rationing. Then came the order banning pleasure driving 
in Eastern States; followed by a growing belief that it will be extended 
to the rest of the nation. 

Orders and rumors followed one on top of the other. And, unfor- 
tunately, many agents report that rumors, such as the one about govern- 
ment confiscation of all tires, have done as much to cut automobile 
insurance sales as the actual restrictions themselves. 


(19) 
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Rate Cuts 


But the most severe setback to the business in the opinion of some 
company officials and agents, came when rates were cut because of the 
limited exposure resulting from reduced driving. These cuts meant 
that the companies would have to write more than twice as many 
policies as formerly, if they were even to equal the same period for the 
previous year. And, of course, that was impossible under prevailing 
circumstances. 

Notwithstanding rate decreases, premiums for last year held their 
own. This was made possible only because the sweeping rate reductions 
did not come until the last quarter, after the companies had already 
built up a large volume of earned premiums at the higher rate levels. 

There will be no such cushion, however, in 1943, and the business 
will feel the full force of the deep cuts made in the last quarter of 
1942. Sharp drops in premium volume seem inevitable, no matter how 
many new policies may be written. 

To date, rate reductions have been confined to pleasure cars, but there 
is already considerable agitation for a reduction in commercial car rates. 
If they are cut, it will affect one-sixth of all cars registered throughout 
the country.* This number does not accurately represent the full effect 
of the cut on premium volume, because rates on commercial cars normally 
are higher than on pleasure cars, and so make up considerably more 
than one-sixth of the volume of automobile premiums written. 

The past year has been marked with controversy over casualty insur- 
ance rating procedures. One strong faction favors radical reductions 
to prevent large losses in the number of policies in force. A more 
conservative group favors progressive changes in rating methods, but 
they are opposed to the theory that rating procedures should be based 
on competitive needs or used as an expedient to retain business. The 
principle of gradation of expense has been argued, and attention has 
been called to the variances in expense between large and small risks 
considered as a percentage of the premium. Proper recognition of this 
principle, they believe, requires more analysis of the exact conditions 
and the production of more data than have thus far been offered in 
support of some of the changes suggested. 

It looks as though more reductions may be in the offing, both for 
pleasure and commercial cars. This may or may not make automobile 
insurance more attractive to the insurance buyer, and less attractive 
to the insurance agent. 


SYNTHETIC RUBBER 


Many of us in the business wonder if synthetic rubber will eventually 


solve our problems. 
The obstacles in the way of developing the synthetic rubber program 
are formidable. A steady and substantial flow of materials and highly 


* Automobile Manufacturers Association, Twenty-fourth Edition—1942, p. 47. 
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skilled men are essential. But other government agencies are also com- 
peting for these same essentials. Director of the Office of Rubber, 
Jeffers, is having trouble getting enough of either, in his attempts to 
meet the minimum demands laid down in the Baruch Report. 

This will prove to be the crucial year in the rubber situation. Every 
pound of synthetic rubber produced must go to the armed forces, and 
their demands continue to grow. If the huge synthetic rubber program 
is entirely successful, and tires on the road are preserved, we will defeat 
the rubber shortage by this time next year. If not, according to the 
office of War Information, the rubber shortage in terms of civilian 
transportation breakdown and a rubber starved military machine, may 
have defeated the United States. 

If things go well, it should be possible to allocate important quantities 
of synthetic rubber for the manufacture of civilian tires in the late 
spring of 1944. 

This picture, while not a very encouraging one, does hold out a dim 
ray of hope both to the driver and the automobile insurance industry. 


BricHtTer Sve 


In spite of any pessimism concerning the outlook for the automobile 
coverage, there is a brighter side. And you may be sure that those 
who have been responsible for putting automobile coverages in a top 
ranking position, have no intention of throwing up their hands in the 
face of the present difficulties. When certain producers have asked how 
anyone can say there is still a market for automobile insurance when 
children can be found skipping rope and playing soft-ball in what only 
a year ago were well-travelled thoroughfares, one answer given them 
has been that at no time have more than 44% of the cars in America 
ever been insured, and this still holds good today. True, you may have 
to seek the market in new places. In former years the cars insured 
have usually been those belonging to the white collar worker. Today, 
many of those car owners are feeling the full brunt of government 
driving restrictions. Whereas, large numbers of uninsured factory 
workers and laboring men are now engaged in war work and are entitled 
to B or C gas ration cards. This puts them squarely in the market 
for automobile insurance, and provides them with war-time wages suffi- 
cient to afford adequate coverage. 


HAZARDS ON THE INCREASE 


Attention is being called to the fact that while many kinds of ration- 
ing are being imposed on motorists today, there is as yet no rationing 
of legal liability. Liability laws remain in full force, and no motorist 
can afford to drive without coverage, no matter: how little he uses his 
car. The three or four gallons of gasoline to which even an “A” card 
entitles him, are sufficient to take him far enough to be involved in a 
costly accident. 
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Such war-time innovations as the “share your car” plan, nightly 
dim-oyts in coastal areas, and the dense congestion of pedestrian traffic 
near industrial plants, and bus and street car transfer points, have 
actually increased the hazard of present day driving. 

Furthermore, the situation is not helped any by driving a car which 
may be long over-due for a mechanical checkup because of a shortage 
of garage mechanics, and whose tires are worn smooth and cannot be 
replaced.* 

Stricter BupeEts 


Many private car owners are being compelled to get along on much 
stricter budgets than ever before, because of higher taxes, war bond 
purchases and the general increase in the cost of living. In many cases 
this means that even a small property damage liability loss might cause 
serious inconvenience, and a large personal injury judgment might even 
prove disastrous. The small amount a car owner would have to pay to 
protect himself against such losses at this time is a wise economy. 

In the case of the industrial worker, the need is as great, but for a 
different reason. In previous years he objected to buying liability 
coverage, because his income was so small that no claimant would find 
it worth while to make claim against him. But because of his greatly 
increased earnings in war time, this is no longer true. Without adequate 
coverage he constantly runs the risk of having his increased earnings 
cancelled out by a liability claim or judgment. 

If he objects that his exposure is less on account of his limited driving, 
the answer is that this factor was taken into account when rates were 
drastically cut, and in fact was the reason for their being cut. 


OBSOLESCENCE A SMALL Factor 


Some producers feared that when the manufacture of new cars was 
discontinued on February 1, 1942, and no replacements would be avail- 
able to compensate for the cars taken off the road each year due to 
obsolescence, that their market would soon vanish. But this has been 
shown to be both a false and hasty conclusion. 

At the time the manufacture of new cars was discontinued the 
total registration of passenger cars was 29,507,113; and of trucks was 
4,876,054; or a total of 34,383,167. Of these, only 2,500,000 cars 


*The basis of indemnity in property damage cases in this country is still 
far removed from the one now prevailing in England as a result of the war, 
known as the ‘‘knock-for-knock doctrine.’’ 

The insurance companies there have agreed that when two cars collide, they 
will pay for the damage to the car they insure, irrespective of fault. (The 
Statist, November 22, 1941.) This knock-for-knock agreement enables the owner 
to have his car speedily repaired, which is important in England today, espe- 
cially in the case of commercial vehicles. 

e real purpose behind the rule seems to be to expedite repairs and get the 
ear back into operation, and so prevent valuable time being wasted in dispute, 
which could better be devoted to the war effort. (See American Bar Association 
Section of Insurance Law 1942-1943.) 
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would normally be sent to the scrap pile each year. Even at that rate, 
it will be a long time before the market for automobile insurance is 
appreciably reduced on account of the obsolescence of these thirty-four 
million automobiles. 

But cars will not be junked as fast as that, in these times. Most of 
us have no idea how much life there really is in the average stock 
car. We have been instilled with the habit of trading in “the old bus” 
every couple of years on a shiny new model. We were offered such 
attractive trade-in allowances that we made little effort to keep our 
old car until it had actually outlived its usefulness. 

Today we realize that the car we now own must be made to do for a 
far longer time than we have ever been accustomed to, and that fact 
alone will insure its receiving the tenderest kind of treatment and care. 

Then too, restrictions on driving will result in less wear and tear, 
which means that present day cars can be expected to last far longer 
than the average American car has ever lasted before. 

It seems apparent that obsolescence will have little effect on our 
market for a long time to come. 


Frre Company AUTOMOBILE COVERAGES 


The reports from fire companies writing automobile theft insurance, 
and from the F. B. I. show a big increase in automobile thefts. Black 
markets on automobiles have sprung up in many communities, and 
brisk trading is going on in “hot” cars, “doctored” up to hide their 
identity. It is not difficult to see how such a condition could easily 
spring up as a result of the big demand for cars among war-plant 
workers, at a time when there are no cars coming off the assembly 
lines to fill their demands. 

This makes the need for theft insurance greater than ever before, 
and furnishes the agent with the finest kind of argument for the sale 
of theft coverage. 


Cotuision Rates Cut 


Although there have been sizeable cuts in collision rates, sales in that 
line continue to go down. The rate reductions were due to the decreased 
exposure resulting from driving restrictions, but those responsible for 
the reductions apparently overlooked the fact that prices of replacements 
and repairs have gone up at such a rate as to offset any decrease in 
the driving exposure. 

There are many more good reasons why the car owner should carry 
collision, fire and theft insurance today, and why the agent should try 
to see that he buys it. With less liability insurance being sold today, 
there is less chance of a car owner having his property damage paid for 
under the other driver’s liability policy. The chances are in favor of 
his having to pay for the damage himself, and it is then that his collision 
insurance would prove its worth in reimbursing him for his loss. 
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The owner who has from $750 to $2000 invested in a car, cannot 
afford to lose that investment today by reason of having his car stolen 
or destroyed. He might not be able to replace it, and even if he could, 
there are too many other places for his money in times like these. 

The agent, for his part, cannot afford to allow an insured’s car to 
go out of circulation because of theft or destruction, for if that happens 
in very many cases, many times much of his own business will go 
along with it. 

MISCELLANEOUS LINES 


One of the most important outgrowths of the present upset condition 
in the automobile market, has been the sharp increase in the sale of 
the miscellaneous lines. This has proved to be a valuable by-product 
of the situation, because many agents had been concentrating too heavily 
for their own good on automobile coverages. But now circumstances 
are compelling them to acquire a more diversified type of business, and 
as a consequence they will always be more secure hereafter against the 
recurrence of any such unfortunate upset as has occurred in their 
automobile business. 

Personal Accident Coverages, particularly the low-cost non-occupa- 
tional type, is a type of so-called miscellaneous line coverage which is 
proving very salable and is being pushed by agents who previously had 
given it only scant attention. The same is true of theft coverages and 
of the floater type policies. 


New Broap Poticy Forms 


Another means being used to recapture the elusive automobile insur- 
ance buyer premium is to offer a comprehensive policy covering all 
liability exposures, including automobile liability. This is a type of 
policy which was practically unheard of before the present emergency. 

But even this has been carried a step further by the proposal made 
recently to the Joint Policy Forms Committee, composed of members 
from the Mutual Alliance and Bureau Companies, that it draft a form 
covering all direct automobile losses, including fire, theft and collision, 
in addition to all personal liability losses of every kind. At this time, 
nothing more has been done on this than to make the original proposal, 
and it is doubtful if anything will be done at least for a long time to 
come. But it does show the direction in which some of the current 
thinking is heading. 

The far-reaching effects of attempts of this kind, in an effort to 
recover some of the lost automobile premiums, affords an interesting 
subject for speculation. An important feature to keep in mind in that 
connection, is their possible effect on insurance buying habits after 
the war. 

ConcLUSION 


The immediate outlook for automobile insurance is not particularly 
bright. But the business is holding up much better than many expected 
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it would, at least two large companies reporting only a 15% reduction 
in automobile premiums for the first two months of 1943. 

And in the meantime valuable lessons are being learned in the course 
of our efforts to offset our premium losses which will always remain 
an asset to the business. 


John M. Breen is Assistant Secretary of the 
Lumbermens Mutual Casualty Company and the 
American Motorists Insurance Company. Until re- 
cently he was on the legal staff of these companies. 
At present he is in charge of their sales and employe 
training. He is the author of the series of booklets, 
“How to Sell Insurance,” issued by these companies, 
copies of which are regularly distributed to the 
members of our Association. 
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THE IMPACT OF THE WAR ON WORKMEN’S COMPENSA- 
TION UNDERWRITING AND LOSS PREVENTION 


By Artuur H. REEve 


The liability of American employers under workmen’s compensation 
laws amounts to a considerable sum even in a year of only moderate 
industrial activity. In 1939, the total benefits paid to injured workers 
as compensation for wage loss or medical care amounted to $236,491,000.' 
Although all states did not originally provide for securing the com- 
pensation liabilities of their employers, the tendency to compulsory 
security requirements has become almost universal. Except in Alabama 
and Louisiana, covered employers must either insure their compensation 
liability or provide other security for deferred payments. Seven states 
compel the employer to take out insurance. Elsewhere he may carry 
his own risk after satisfying appropriate authorities of his financial 
ability. This latter practice, not altogether accurately called “self-insur- 
ance,” is properly applicable only to large firms and, unless reinsured, 
only to firms with diverse operations. The privilege is not usually so 
closely confined nor does the typical concern maintain a bona-fide 
insurance organization. Judging from the volume of awards, roughly 
one-fifth of American workers are employed by establishments carrying 
their own compensation risks. 

Private casualty companies may write compensation insurance in all 
states having compensation laws except seven states which have estab- 
lished exclusive state funds.’ Some one hundred ninety stock insurance 

TABLE I 
DISTRIBUTION OF COMPENSATION PREMIUM WRITINGS 
Selected Years 


1937 1940 1941 
Premiums Premiums Premiums 
Written Per Written Per Written Per 
Type of Carrier (000) Cent (000) Cent (000) Cent 
Stock Companies ...... $172,112 47.3 $166,836 47.1 $209,332 47.9 
Mutual Companies ..... 96,445 26.5 96,919 27.4 123,348 - 28.2 
Reciprocals and Others.. 8,418 2.3 6,006 1.7 9,153 2.1 


Exclusive State Funds.. 43,623 12.0 39,798 11.2 47,458 10.9 
Competitive State Funds 43,479 11.9 44,687 12.6 47,647 10.9 


$364,086 100.0 $354,236 100.0 $436,938 100.0 


Sources: Totals for private carrier groups are from the Spectator Insurance 
Year Books covering the years concerned. Totals for state funds are from reports 
of the funds, adjusted to calendar year basis. 


1 Michalina M. Libman, Workmen’s Compensation Benefits in the United 
States, 1939 and 1940. Social Security Bulletin Vol. 5, no. 1 (1942). 

2In private companies by Massachusetts and Texas; and in an exclusive state 
fund by Nevada, North Dakota, Oregon, Washington and Wyoming. 
% Ohio and West Virginia, in addition to the five states cited in note 2, page 1. 
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companies, that is, insurance corporations owned by their stockholders, 
write about 47% (See Table I) of the compensation insurance sold in 
the United States. Some one hundred mutual insurance companies, 
whose ownership is vested in the policy-holders, write about 27% of 
the business. Workmen’s compensation writings are a much larger 
proportion of the total writings of mutual companies than of stock 
companies. The percentage is normally over 20% for stock companies, 
but over 40% for mutual companies. This disparity has been increased 
over the past two decades, as mutual companies expanded their com- 
pensation writings rapidly. Other private carriers, principally recip- 
rocals, write about 2% of the business. The assureds of a reciprocal 
are called subscribers and give a power of attorney to the manager who 
collects premiums, pays losses, and receives a fixed percentage for his 
services and expenses. 

The first type of security requirement included in an American 
workmen’s compensation law was compulsory insurance in a state fund 
created for the purpose. Five states early adopted this system. A less 
rigid monopoly, allowing for carrying one’s own risk, was subsequently 
established in two states. Exclusive state funds write about 11% of 
the total premium volume, the Ohio State Fund accounting for over 
half of this amount. A state fund in which employers may insure, 
but which competes for this business with private carriers, has been 
established in each of eleven states.‘ These funds are not invariably 
active competitors but are very active in Arizona, Montana and Utah. 
The eleven funds write over 12% of the total premium, those of Cali- 
fornia, New York and Pennsylvania accounting for three-fourths of 
this amount. 

The war period has brought a considerable expansion of premium 
volume covering compensation liabilities. This is shown for 1941 in 
Table I. During most of the year we were not actually at war, yet 
total premiums written increased from $354,000,000 to $437,000,000 
or 23.495. The premium writings for 1942 can at present only be 
estimated, but they are likely to be about $500,000,000. The increases 
have brought little change in the proportions of the risks covered by 
different types of carriers. Indeed the period from 1937 to 1941 shows 
extraordinary stability in this regard. 

Three factors may cause premium volume to rise. Passage of a new 
compensation law opens up a new territory in which this line may be 
sold. Expansion of industrial payrolls raises the basis on which pre- 
miums are computed. The raising of premium rates, given a stable 
payroll, would produce larger receipts. 

It is clear that the second factor is the primary factor in the recent 
expansion of compensation premium writings. A new compensation Jaw, 
passed by Arkansas in 1939 and referred to Arkansas voters in November 
1940, became effective following the successful referendum. The rela- 


4 Arizona, California, Colorado, Idaho, Maryland, Michigan, Montana, New 
York, Oklahoma, Pennsylvania and Utah. 

















28 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


tively restricted coverage in this non-industrial state has made only a 
minor contribution to larger premium writings. In the year ending 
June 30, 1941, rate increases were filed in only three of the states 
cooperating with the National Council on Compensation Insurance. 
The largest increase (5.5%) occurred in Rhode Island, effective April 
23, 1941, which state had lowered its rate 4.5% the preceding fall. 
In the same period, rate reductions ranging from 0.1% to 10.6% were 
reported in thirty-six jurisdictions. During the following year the 
number of rate increases rose to fourteen, twelve states making an 
upward adjustment, two of them making two such adjustments. The 
number of rate reductions, however, was nearly twice as great. New 
Jersey was the only large industrial state which, on balance, appeared 
to have a higher rate level at the end of this two year period than at 
the beginning of it. 

It is too early to secure any accurate indications regarding payroll 
exposure for this recent period from insurance sources.’ Table II pre- 
sents national indications for the principal industrial groups insured. 
All of the payroll represented in this table is by no means insured, 
but in general the indications with regard to rate of increase may be 
regarded as reasonably accurate. By 1942 factory payrolls were more 
than double what they had been in 1939. Contracting payrolls had 
risen more than 75% and mining payrolls more than 50%. The data 
‘in Table II not only suggest a sharp increase in payrolls but also a 
marked change in industrial distribution. Not only have payrolls in- 
creased, but they have increased most markedly in the relatively more 
hazardous fields of construction, mining and the manufacture of durable 
goods. Clearly the recent trends of payrolls is the principal explanation 
of the recent expansion in compensation premium writings. 


TABLE II 
RECENT TREND OF PAYROLLS FOR SELECTED INDUSTRY GROUPS 
Index numbers, 1939 = 100 


1989 1940 1941 1942* 
Manufacturing ¢ ......+--seeeeeveee 100.0 114.5 165 3 226.3 
Miming $  .ncccccccccccccccccccccccs 100.0 112.6 132.5 152.8 
Construction § .....ccccccccccscccees 100.0 110.3 161.1 178.2 
Utilities $ oc ccccccccccccccccccccces 100.0 104.6 113.7 123.9 
Trades ccccccccccccccccccccccccece 100.0 102.3 111.1 115.3 


* First ten months. 
‘ mS, For first three columns, see Table 20, Survey of Current Business, December, 

t Computed from data on individual industries furnished by United States 
Bureau of Labor Statistics. 

§ Estimated from employment and weekly earnings figures furnished by United 
States Bureau of Labor Statistics. 


nro Sh ee paren Senate Gate ie Sumaaet ty peter years, cutting 
two calendar years. es eee for policy year 1941 which ended 
December 31, 1942, will not be avaiie le for several months. 
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The war period has witnessed a continuance of the downward trend 
in compensation loss ratios which had persisted for nearly six years 
when the war broke out in September 1939. Private insurance carriers 
of all kinds paid losses of $133,530,000 in 1940 on a premium volume of 
$269,751,000. The ratio of losses paid to premiums written was 49.9%. 
As shown in Table III the experience of 1941 was even better. Net 
premiums written by all private carriers totalled $341,832,000, and net 
losses paid, $158,693,000 or 46.4%. Naturally, in a period of rising 
claim frequency the amount of deferred payments in respect of cases 
involving fatalities or prolonged disability also increases. Compensation 
loss reserves of all private carriers rose from $278,813,000 on December 
31, 1940, to $306,856,000 on December 31, 1941. Losses incurred in 
1941 (loss payments plus the increase in reserves) amounted, therefore, 
to $186,736,000 or 54.6% of premiums written. This incurred loss 
ratio is still very favorable. During the first World War the ten largest 
stock companies and three largest mutual companies had a combined 
loss ratio ranging from 60% to 70%. 


TABLE III 


COMPENSATION LOSS EXPERIENCE OF PRINCIPAL CARRIERS, 1941 * 








Net Net 
Premiums Losses Incurred 

Written Paid Loss Losses Loss 
(000) (000) Ratio Incurred Ratio 
Stock Companies .......... $209,332 $98,514 47.1 $113,960 54.4 
Mutual Companies ........ 123,348 56,731 46.0 69,629 56.5 
Reciprocals, etc. .......++- 9,153 3,449 37.7 3,147 34.4 
Private Carriers .......... $341,833 $158,694 46.4 $186,736 54.6 


6 Competitive State Fundst+ $41,644 $27,219 Te. - anteses 
3 Exclusive State Funds{.. 35,408 22,070 GBS cece 
9 Principal State Carriers... $77,052 $49,289 64.0 
* Source: Spectator Insurance Year Book, 1940 and 1941, for the private 
carriers, and reports of the several state funds. 
+ California, Idaho, Maryland, New York, Pennsylvania and Utah. 
+ North ota, Ohio and West Virginia. 





The 1941 experience of state funds was also favorable. Seven com- 
petitive state funds wrote premiums of $41,644,000 and paid losses of 
$27,219,000, sustaining a loss ratio of 65.4%. Three exclusive state 
funds wrote premiums of $35,408,000 and paid losses of $22,070,000 
sustaining a loss ratio of 62.3%. In the absence of necessary data, the 
experience of the state funds cannot be placed on an incurred basis. It 
can be reported that the Ohio State Fund incurred losses of $20,773,000 
on an earned premium volume of $25,324,000. The resulting incurred 
loss ratio of 82% is the lowest experienced by the Fund during the 
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past five years. This very favorable experience made it possible to 
reduce the general rate level 10.3%.° 


TABLE IV 
INJURY FREQUENCY IN PENNSYLVANIA, 1936-42 

Injuries by Man-Hours Frequency 
Year Year Occurring (000) Rate 
TOSS .crccccccccceccccceccs 117,796 4,307,638 27.3 
BURT vcctevccececcsoccceces 133,535 4,637,125 28.8 
BN  acdetesesecsovdzescoes 99,817 3,828,351 26.1 
FOND cnsarvdedececscvocsone 104,225 4,130,376 25.2 
BOD sevice sesedcavcevecses 109,551 4,385,739 25.0 
BEE Ses BR ded See be<cucccens 131,030 5,009,668 26.2 
GD a.i Me dsidiveviaveccuccsces 93,306* 3,467,768* 26.9 


Source: The Pennsylvania injury figures are an adjustment of Department 
of Labor and Industry figures from reporting date to date of injury. The man- 
hours figures are estimates of the Department of Labor and Industry (correspond- 
ing w of each month) multiplied by 13/3. The frequency rate is the number 
of injuries per million man-hours. The method of adjusting the injury . <7 
to date of occurence is explained in detail in an unp vublished thesis by R. M. 
Sigmond. Industrial Injury Statistics in Pennagienite (1942). 


* First eight months. 


The great changes involved in the war undoubtedly make for some 
increase in accident frequency, and this exerts a buoyant influence on 
the loss ratio.’ The upward movement of wages, although it results in 
a somewhat higher average cost per case, has an opposite effect. Precise 
indications with regard to these two factors are lacking, but some 
indications may be given. In Table IV estimates of the frequency of 
industrial injuries in Pennsylvania are presented. In 1940 the frequency 
rate touched a low of 25.0 injuries per million man hours for the period 
covered. In 1941, employment rose 10%, and man hours 14%; but 
industrial injuries rose nearly 20%, and the frequency rate rose to 26.2. 
During the first eight months of 1942 the frequency rate rose again 
to 26.9. If the experience of Pennsylvania may be taken as in any 
measure typical, injury frequency has increased as might be expected, 
but the rate of increase is encouragingly low. The rate for the first 
eight months of 1942, is still well below the rate for 1937. Incidentally, 
one must exercise caution in making inferences regarding loss experience 
from injury rates. In periods of intense industrial activity claim 
frequency is unlikely to rise as rapidly as injury frequency, for claims 
which would be pressed in harder times, are not then pressed. 

In Table V the recent trend of weekly wages of injured workers is 
presented for ten industrial states cooperating with the National Council 

6 Comparison of the absolute values of these loss ratios with those of private 
carriers should be made only after due allowance for taxes on premiums of 
private carriers, the lower manual rates which competitive funds are permitted 
to charge, and the generally lower expense ratios of state funds. 

‘Conversion of plants with introduction of new processes, hiring of less 

experienced workers, the problem of training additional supervisors for the 
pes srr work age and the generally increased tempo of production are all 
factors tending in this direction. 
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on Compensation Insurance. The data make it clear that a general rise 
in wages of a substantial proportion has been going on. The increase 
from the six month period ending June 30, 1940, to the six month 
period ending June 30, 1942, is in no state less than 12.7%, and in 
four states is more than 30%, and in one state 47.7%. It had been 
freely predicted in some quarters that compensation insurance carriers 
should hardly expect substantial wage increases during the war period. 
The writer cautioned against this view as early as November 1939. 
He pointed out that even if hourly rates remained stable, the increase 
in hours worked would result in higher weekly wages, in part because 
of the larger multiplier, and in part because of the penalty rate for 
hours worked overtime.* As a matter of fact, wage rates have been 
increased as well, but hourly earnings have not advanced nearly as much 
as weekly earnings. It is the weekly wage which is decisive for the 
compensation insurance carrier for in general compensation awards are 
paid in installments the size of which is based on past weekly earnings. 


TABLE V 


AVERAGE WEEKLY WAGES OF INJURED WORKERS 
IN SELECTED INDUSTRIAL STATES 


Siz Months Ending Per Cent Change 
Je.30, Dec.31, Je.30, Dec.31, Je.30, 1940-1942 
1940 1940 1941 1941 1942 First 6 Months 


Alabama ......... $17.70 $19.57 $19.40 $22.16 $26.15 +47.7 
California ........ 27.73 28.35 29.21 31.79 36.56 +31.9 
Tilinois .....cccees 27.82 26.98 27.45 28.66 31.13 +119 
Massachusetts ..... 25.17 24.77 26.15 27.58 30.08 +19.5 
Michigan ......... 27.55 26.19 29.96 32.59 35.21 +27.8 
New Jersey .....-- 27.20 26.81 27.70 29.51 31.87 +17.2 
New York .......- 27.55 27.24 27.21 28.65 31.06 +12.7 
North Carolina .... 17.75 18.15 19.80 20.04 23.45 +32.1 
TQKAS .ccccccccees 23.83 23.15 23.93 25.42 26.55 +114 
Wisconsin ........ 23.55 24.79 24.30 27.31 32.00 +35.9 


Source: Basic data were furnished the writer by A. Z. Skelding, Actuary 
of the National Council on Compensation Insurance. 


If workers received a definite percentage of past weekly earnings, a 
rise or fall in wage levels would have no effect on the loss ratio, since 
the cost per case would rise or fall in the same proportion. The percent 
of past weekly earnings compensated is generally subject to a weekly 
minimum and maximum, and these limits profoundly affect the pro- 
portion of wage loss compensated when wage levels are disturbed. In the 
recent period, the rising level of wages has rendered an ever increasing 
proportion of claimants subject to the weekly maximum while weekly 
minimums have become virtually inoperative. Claimants eligible for 

8 See the report of an informal discussion of this point in the Proceedings 
of the Casualty Actuarial Society, November 16 and 17, 1939, pp. 233 and 236, 
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the weekly minimum receive more than the statutory percent of past 
weekly earnings; claimants subject to the weekly maximum, on the 
other hand, receive less than the statutory percentage. The average cost 
per case rises, therefore, but substantially less than the general level 
of wages. 

The Pennsylvania experience illustrates this. Weekly earnings of 
industrial workers in Pennsylvania were $28.75 during the first nine 
months of 1941, but $32.78 during the first nine months of 1942, a 
rise of 14%. The average cost per compensated case (weighted to 
eliminate change in average severity) for the same two periods rose 
from $226 to $249, an increase of 10%.° It is this declining proportion 
of wage loss compensated which tends to produce lower loss ratios in 
periods such as that through which we are now passing. 

The lower loss ratios have added to the already substantial credit 
balances built up under the contingency loading provisions adopted in 
1934 because of the depression difficulties of insurance carriers. This 
loading was to vary from 0 to 5.0% depending on underwriting experi- 
ence. Favorable underwriting experience would produce credit balances, 
unfavorable underwriting experience debit balances.’* At the present 
time, only two states have a contingency loading, and of the credit 
balances accumulated in the other states, some are very substantial. 
These balances may be attributed to the unexpectedly profitable experi- 
ence of the years since 1934. But whatever has caused these accumula- 
tions, the main question is what shall be done with them. Mr. C. W. 
Hobbs, special representative of the National Association of Insurance 
Commissioners on the National Council on Compensation Insurance, 
presents four alternative courses of action: (a) to carry the balances 
along until such time as unfavorable loss experience operates to reduce 
them; (b) to use the credit balances to avoid or reduce the scope of 
rate increases indicated by current experience; (c) to use the credit 
balances to effect rate reductions on judgment; or (d) to modify the 
rating plan by introducing a negative constant."' Taking the ground 
that sound rating policy is directed against extreme rate changes, and 
that the present trend of rates is unlikely to persist long beyond the 
end of hostilities, Mr. Hobbs recommends the following course of action: 
“(A) that no action be taken calculated to reduce the credit balances 
below a point sufficient to guarantee the state against the necessity of 
a contingency loading for some years to come; (B) that credit balances 
in excess of this figure be reduced by a regular and moderate procedure, 
either (a) by reducing rate increases indicated by current experience, 
eliminating all less than 2.5% and reducing by 2.5% all in excess of 

® Basic data furnished by the Bureau of Research and Information, Penn- 
sylvania Department of Labor and Industry. 

10 For a full description of the nature and operation of the contingency load- 
ing see Clarence W. Hobbs Workmen’s Compensation Insurance, pp. 545 ff. (1939). 


110. W. Hobbs rt relative to the National Council on Compensation 
Insurance, p. 8 (June 8, 1942). 
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that figure, or (b) by the introduction of a graded negative loading 
factor, the size depending on the excess above the point selected as the 
maximum retention.” 

The period of the war has necessitated certain underwriting adjust- 
ments. Changes in manual classifications and rules and adjustments 
of rating procedure have in some cases been found necessary. The 
tremendous expansion of the munitions industry caused a general over- 
hauling of the classification and rate structure in that industry. The 
bulk of this business had carried its own risk in the pre-war period, 
and the experience accumulated in the explosives classifications by the 
National Council on Compensation Insurance was so small in. volume 
that manual rates were not established, risks being rated specifically. 
War conditions caused manufacturers in closely allied industries to 
convert, and there arose a considerable demand for compensation cover- 
age. Accordingly, specific manual rates were established, predicated on 
“optimum” conditions, and effective April 22, 1941. More recently, 
the naval expansion program has caused the reestablishment of one 
abandoned classification: Boat Building—Concrete. 

The need of providing compensation and other liability insurance 
for war construction projects occasioned some interesting modifications 
of rating procedure. The War Department began by calling for com- 
petitive bids, producing an unhealthy inter-carrier relationship. More 
mature consideration resulted in a new rating plan issued by the War 
Department on May 3, 1941, and applied to all cost-plus-a-fixed-fee 
contracts. Concurrent policies covering not only compensation but auto 
bodily injury liability, auto propery damage, comprehensive bodily injury 
liability and other property damage were provided. 

The workmen’s compensation hazard was to be rated retrospectively 
as regards incurred losses and allocable claim expenses. A fixed charge 
was provided covering expense of payroll audit, inspection and bureau, 
reinsurance and general administration. A service charge for so-called 
advisory services was apparently designed to take the place of agents’ 
commissions. The plan was accepted in most states, and with com- 
mendable will to cooperate, by the insurance industry. After some 
experience with this business, rating rules were amended to allow for 
charging an average compensation rate rather than individual rates for 
several manual classifications. In general the experience proved favor- 
able, but did not accord well with other compensation experience. It 
was accordingly decided to eliminate this experience in determining 
state rate levels, class rates and experience rates. We may accept Mr. 
Hobbs’ judgment that “the War Department’s handling of its insurance 
problems has been sensible, and as considerate as was consistent with 
keeping governmental insurance costs at a reasonable level.” ™ 
"19 Tbid. 

18 Hobbs, op. cit., p. 10, 
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Loss PREVENTION 


The prevention of industrial accidents is more vital than compensating 
them, particularly in a period when serious shortages of man power 
exist. “As a factor in industrial accident prevention,” asserted David 
van Schaick, “the casualty insurance company is certainly not surpassed 
by any other agency, and in the effectiveness of its work over the widest 
range, it is unequalled.” ** There is no denying the confidence of officials 
of insurance carriers in the efficacy of their safety engineering. This 
service has become an outstanding selling point in competition among 
the carriers. In recent months many consulting engineers and specialists 
in the employ of the carriers have been called to Washington to assist 
in formulating an industrial safety program for the present national 
emergency. What is the basis for the widespread assurance that the 
engineering departments of insurance carriers make a valuable con- 
tribution to industrial safety? In what activities does their preventive 
work consist? And more especially, how has the course of the war 
influenced their activity in this regard? 

While insurance undertakes by consolidating risks to provide for costs 
of feared misfortunes, prevention undertakes rather to avoid them. 
Preventive efforts are seldom completely effective, and need to be sup- 
plemented by protection. If insurance provides only protection, the 
cost tends to be excessively high, and so insurers are prone to interest 
themselves in prevention also. A high cost of insuring may result from 
lowered individual responsibility or from adverse selection, or from a 
combination of these factors. When all members of a risk group are 
placed on the same footing, some of them may become less careful in 
their efforts to avoid the feared misfortune.’® Fortunately, the act of 
insuring precedes the feared eventuality and so preventive work may be 
undertaken. Just as collective assumption of financial responsibility 
adds to individual security, so collective assumption of preventive effort 
may add to its effectiveness. Insurance tends to suffer from adverse 
selection where it is not altogether compulsory. The poorest risks are 
in greatest need of protection and seek it in largest numbers. The best 
risks may refrain from insuring, especially if the cost of insuring seems 
unduly high. Faced with this tendency, insurance carriers may adjust 
by (a) refusing to underwrite the most undesirable risks, (b) classifying 
the risks and (c) merit rating. This last adjustment restores in part 
individual responsibility. 

Or, instead of these passive adjustments, insurance carriers may 
assume responsibility for a program of accident prevention. The char- 
acter of the relationship between policyholders whose costs are jointly 

14 Annals, American Academy of Political and Social Science, CXXIII, No. 


212, p. 36 (January 1926). 


15 For widely different views on this matter, compare Whitney, A. W., Insur- 
ance and Prevention, Casualty Actuarial Society, Predeedings, IX, pp. 265-6, 
with Blanchard, R. H., Compulsory Motor Vehicle Liability Insurance in Massa- 


chusetts, Law and Contemporary Problems, October 1936, pp. 552-3. 
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determined strengthens the tendency to undertake safety work. This 
relationship has not always been recognized, even by insurers, but the 
results obtained in certain lines of insurance and the insistence of better 
risks in all lines have forced such recognition. Naturally, adoption of 
a policy of supplying a regular preventive service may change the balance 
between the portions of premium disbursed in loss payments and in 
meeting expenses. The limits of the change are very flexible, a fact that 
should be borne in bind by those who question the possibility of genuine 
interest of insurers in conservation. As one may argue that if doctors 
prevent disease they will limit the need for their curative services, so 
some have urged that wholehearted effort for industrial safety would 
limit the need for compensation insurance. 

In point of fact, income for preventive service is not less rewarding 
than income for adjustment of loss. Conservation opens up as rich a 
field as alleviation. In many branches of insurance payment of losses 
represents one of the more modest aspects of the business. In 1939, 
companies selling steam boiler insurance in New York State devoted 
more than twice as much money to boiler inspection as to payment of 
claims.’* In a single year the engineers of the Hartford Steam Boiler 
Insurance and Inspection Company (note the title) have reported as 
many as 20,000 dangerous defects in boilers inspected, and over 180,000 
less serious defects.’ It is not surprising that many assured place a 
higher value on this inspection service than on protection. Conservation 
has not ruined this business, but has given it a different character. 
If such a change were to take place in the character of the workmen’s 
compensation line, it would represent a vital contribution to the solution 
of the man power problems the nation is now facing. 

Recognizing the interest of insurance institutions in prevention and 
their ability to perform this service, many of the early compensation 
laws provided for safety work by insurance associations. The Massa- 
chusetts and Texas acts contained virtually the same provision. Each 
law had originally been drawn so as to make the act of insuring with 
a specially provided mutual insurance association constitute election to 
be covered. The board of directors of this quasi-official association was 
directed—not simply empowered—to “make and enforce reasonable rules 
and regulations for the prevention of injuries on the premises of sub- 
scribers, and for this purpose, the inspectors of the association shall 
have free access to all such premises during regular working hours.” 
The subscribers might appeal such rules to the Industrial Accident 
Board which was given a right of review. The Texas Employers’ Insur- 
ance Association continues in existence, remaining under this legislative 
mandate, but the Massachusetts Association became a private mutual 
company in 1917. Neither association retained the insurance monopoly 
originally provided for, and a logical consequence was an amendment 

16N. Y. State Insurance Department, Annual Report, Vol. III, Tables 4, 6a 


and 6b (1939). 
17 Magee, J. H., Property Insurance, p. 584 (1941). 
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calling upon all compensation insurers, stock or mutual, to make and 
enforce safety rules and regulations affecting their assureds. 

In other states similar provisions applied only to “mutual insurance 
associations.” Apparently the legislators were influenced by the record 
of the German associations of employers. There was also no question 
as to the constitutionality of such a requirement as regards members of 
a mutual association. The 1913 acts of California and Connecticut 
contained this feature and later enactments of Colorado, New Hampshire 
and Pennsylvania were to follow suit. New York and Pennsylvania 
accorded such a power to their competitive state funds, and by a separate 
enactment, Vermont also directed “mutual insurance associations” to 
undertake safety work. 

Wholly apart from legal requirements, the record shows a growing 
interest of insurance carriers in industrial safety as the compensation 
movement gained headway. Insurance carriers were among the principal 
sponsors of the National Safety Council, and have consistently played 
an important part in its work, both financially and technically. The 
rating procedure was geared to safety considerations, largely as a result 
of studies by company actuaries. The engineering departments of the 
companies entered this new field with enthusiasm, going far beyond 
the needs of any merit rating program. Representatives of the carriers 
early began to take part in the official safety activities of those states 
which interested themselves in public safety standards. Not unnaturally 
the claimed value of preventive services has become a principal feature 
of the competition of private carriers. 

The pattern of industrial safety work changes with changing indus- 
trial circumstances. The war which began in 1939 brought industrial 
expansion and conversion in this country and the resulting new processes 
and new hazards called for new safeguards. Hundreds of thousands of 
workers, training for war jobs, stood in need of safety education. The 
installation of second and third shifts to make maximum use of plant 
and facilities presented safety problems with which engineers were 
generally less familiar. The strain for greater production, placing a 
premium on speed, increased the risk of industrial accidents in a variety 
of ways. The increasing tempo taken by itself was in some cases more 
hazardous. As every precious moment was diverted to direct productive 
activity, the normal allowance for committee work and other safety 
activity was greatly reduced if not eliminated. A critical shortage of 
skilled workers caused many workers to be employed overtime, with the 
danger that resulting fatigue might induce accidental injury. 

The changing composition of the work force raised a host of problems. 
It has been necessary to employ persons both older and younger than 
had previously been preferred. Although present from the beginning 
of the defense program, this tendency was strengthened by the drafting 
of workers under the Selective Service Act. The younger workers, 
because they are inexperienced, are somewhat more prone to accident 
but recover rapidly. Elderly workers, on the other hand, are less prone 








a. 


— ee a 








THE IMPACT OF THE WAR ON UNDERWRITING 37 


to accidents but have lower recuperative powers. A considerable increase 
in the employment of women has already occurred, and many of them 
are performing services not customarily performed by women hitherto. 
The expansion and changing composition of the work force has produced 
a corresponding increase in the need for supervisory talent. The conduct 
of a safety program is a function of industrial supervision. The short- 
ages of adequately trained supervisors and the difficulty of adapting 
many competent supervisors to a changing work force, constitute a safety 
problem as well as a production problem. The supervisory problem is 
complicated by the increasingly active labor market which limits the 
possibility of enforcing safety rules by disciplinary action. 

Consulting engineers of compensation insurance carriers were thus 
asked to preach safety-mindedness to managements that were production- 
minded. They must reach workers with safety suggestions with a 
minimum outlay of time. While watching for all the familiar danger 
signals, they must be on the alert for new hazards resulting from the 
conversion of plants and manpower. They must strive to secure more 
effective safety management at a time when industrial discipline was 
necessarily being relaxed. Such was the challenge of war production 
to the insurance engineer. 

Nor were the insurance carriers without internal difficulties of their 
own in meeting this challenge. The armed forces claimed some of their 
most talented engineers, while others were drawn into war production. 
It was difficult to replace these employees at a time when a premium 
was placed on technical skill and when training was complicated by 
the rapidly changing industrial situation. Although most of the carriers 
are servicing a larger number of employees than before the outbreak 
of war, few of them have been able to add to their engineering staffs. 
In this activity as in other, the needs of the war come first. Many war 
firms have asked insurance carriers to assign consulting engineers to 
their plants on a full-time basis. The bulk of available consulting 
engineers are spending most of their time in plants working on war 
orders. Figures furnished the writer by two large carriers indicated 
that over 10% of their consulting engineers were on special assignment 
to specific war firms; and that over 60% were spending most of their 
time in inspecting establishments with war orders. 

As in industry generally, material shortages have created difficulties 
for insurance carriers as well. Where they could not be replaced because 
of priorities, their engineers have been compelled to wink at the con- 
tinued use of equipment that is no longer safe, and to devise methods 
of guarding against the hazards involved. All the recommendations of 
their engineers have had to be placed in a new frame of reference: they 
must be made with due regard to the possibility of following them 
where materials are required which are difficult to obtain. 

In these circumstances, the’ contribution of the insurance carriers to 
industrial safety in war time appears all the more significant. “Many 
of these projects cannot be named today,” said Captain R. F. Hill, 
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“but it can be said that the insurance industry has followed the con- 
tractors wherever they have gone.” '* Like the merchant marine and 
the production lines in our war plants, the engineering departments 
of our compensation insurance carriers can claim their heroes. Assigned 
to specific plants, consulting engineers have operated on patchwork 
schedules so that they might spend some time on every one of three 
shifts. Frequently they have slept on the premises. Sometimes consult- 
ing engineers have anticipated new hazards before they claimed a single 
victim. At other times they have taken quick action to minimize the 
danger of a repetition. 

One of the dangers resulting from war production has been the 
intense concentration of activities that umder normal circumstances were 
non-hazardous. In the airplane industry, for example, huge quantities 
of radium-painted dials are installed in instrument panels. On a routine 
inspection, a safety engineer’s assistant took a sample of the air in a 
room where a huge quantity of these dials were stored. In the laboratory 
of the insurance company, the sample was found to contain a dangerous 
concentration of radon. As a result of this finding, the concern dis- 
tributed the stored dials in several store-rooms, dissipating the gas and 
rendering it harmless. This action was taken before a single worker 
was affected.’ 

Another example of the effects of concentration in war plants is the 
growing dermatitis hazard. Although a skin infection, dermatitis does 
not usually result from allergies but from materials which act as primary 
irritants, causing inflammation on any type of skin if contact is suffi- 
ciently intense. The two principal irritants are oils and solvents. Oil 
dermatitis has always been common in metal working processes, and 
war production has brought a considerable expansion in this field. 
Carbon tetrachloride, trichlorethylene, alcohol, kerosene, toluol, thinner, 
turpentine and benzine are solvents used in great quantities in war 
plants. Careless use of cerbon tetrachloride to clean the cords of 
parachutes resulted in severe dermatitis for several female employees. 
Inexperienced employees, cleaning cartridges and shells with carbon 
tetrachloride and trichloretheylene, worked with unprotected hands and 
suffered severe dermatitis. Workmen handling wax and resins in insulat- 
ing materials for cables, broke out not only on the hands and arms but 
also on the legs and bodies. Hot creosote, administered under pressure 
to ties, poles and lumber as a preservative in ship-building, has also 
proved a major irritant.*® 

Safety engineers are aware that solvents that degrease inanimate 
substances will dissolve out the natural oils in the skin. Wherever 
possible, hands and other exposed parts should be protected. Where 

18R. F. Hill, Inswrance in the Defense Program, Journal of the American 
Association of University Teachers of Insurance, V. [X, p. 51 (1942). 

1908)" D. Little, Fighting the 7th Column, Boston Business, p. 10 (December, 
200, A. Weslager, Dermatitis in War Industries, Best’s Insurance News, Fire 
and Casualty Edition, pp. 55 ff. 
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contact is inevitable, frequent cleaning of the exposed parts and general 
personal cleanliness will be found useful counter-measures. An official 
of the engineering department of one large carrier described experiments 
carried on in the company laboratory to test the properties of a wax, 
ordinarily used but little, but now used extensively in ship-building. 
Steps were taken, as a result of these studies, to minimize the amount 
of handling, and the number of workmen with unprotected hands. 
Supervisors were urged to encourage the utmost cleanliness. 

In a period of serious labor shortage, the site of an accident becomes 
a matter of little moment. Absence from the job is equally disrupting 
whether it is an industrial, a home, or a travel accident. A certain 
foundry in Western Pennsylvania went 212 days without a disabling 
accident—an excellent record. The chairman of the Regional Committee 
for Conservation of Manpower in War Industries, in congratulating the 
director, asked for a check on off-the-job accidents of the 1500 employees 
of this foundry. The check showed 62 disabling accidents in 203 days, 
five of them fatal.*7 The emphasis in safety work is shifting to an 
attack on industrial absenteeism however caused. Insurance carriers 
have joined in the campaign against off-the-job accidents. 

Early in 1941, voluntarily acceding to a request from the Government 
for cooperation, the insurance companies formed the “Insurance Com- 
mittee for the Protection of Industrial Defense Plants.” Over four 
hundred companies were represented on this committee. Its executive 
arm is called the “National Bureau for Industrial Protection” and 
has cooperated with Government Departments in collecting reports of 
injuries to defense workers and inspections of defense plants. The 
Director of the Industrial Division of the National Conservation Bureau 
went to Washington to become manager of the casualty division of the 
Insurance Committee. The work of the Insurance Committee cannot 
be described in detail, for obvious reasons, but it has cooperated actively 
with the Office of Civilian Defense in preparing industrial standards. 
The related efforts of the American Standards Association in framing 
emergency safety codes for war production owes much to the collabora- 
tion of representatives of insurance carriers. 

If American industry has had a better safety record during the 
second World War than during the first World War, this is doubtless 
because the industrial safety movement has matured in the interim. 
This movement represents in the first instance the direct cooperation 
of safety-minded employers and workers in the productive process. 
Those directly concerned, however, would be swift to acknowledge their 
debt to the indirect participants—state officials, manufacturers of safety 
appliances and representatives of insurance carriers—for invaluable 
research and advice. At no time have these investigations and sugges- 
tions stood them in greater stead than In the present crisis. Wars are 
fought on at least four fromts: the battle front, the transportation 


21R. L. Leffler, Production for War, Proceedings of the Pennsylvania Indus- 
trial Safety Conference, p. 36 (June 5, 1942). 
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front, the production front, and the morale front. Greater industrial 
safety contributes directly to the last three fronts and indirectly to 
the battle front. The engineers of our compensation insurance carriers 
have been alive to this truth. They would be the first to argue that it 
is those who are directly concerned, who must do the job; but they 
may properly claim a generous share of the credit for what is beginning 
to appear a generally succeasful defense against rising accident frequency. 
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sultant on Labor and Social Insurance of the 
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FIRE INSURANCE IN WAR TIME 
By James C. O’Connor 


Many of the problems which the fire insurance business faces during 
war are common to all businesses, such as personnel and transportation, 
but the nature of fire insurance brought it face to face with many 
individual problems. On the other hand, its nature and operations put 
it in a position to render invaluable, though little publicized, services 
to the government. These services have been utilized and, while the 
full story cannot be told until the war is over, if it ever can be told, 
it can be said with confidence that the fire insurance industry has made 
substantial contributions toward safeguarding the American war effort. 

Even before certain radio broadcasters made sensational though short- 
lived—and unsubstantiated—charges that secrets of American factories 
were being given to Axis countries through reinsurance information, 
responsible authorities recognized that the engineering and inspection 
services of insurance companies had accumulated a mass of vital informa- 
tion which would be invaluable in defense of factories against sabotage 
and accidental destruction. The offer to make this available to the 
government was quickly accepted. 


PLant PROTECTION COMMITTEE 


Early in 1941, the insurance business organized the Insurance Com- 
mittee for the Protection of American Industrial Plants, with Harold 
V. Smith, President of the Home Insurance Company of New York, as 
chairman. The committee was composed of leading executives of both 
the fire and the casualty insurance business, including American and 
foreign, stock, mutual and reciprocal carriers. It established the National 
Bureau for Industrial Protection, with headquarters in Washington, 
headed at first by Henry E. Newell of the National Board of Fire 
Underwriters. When ill health forced his retirement, he was replaced 
by Curtis W. Pierce, Vice-President of the American Fore Group, who 
later became President of the Factory Insurance Association. 

The bureau acts as a clearing house of reports on every type of 
property in which the government might be interested. It receives these 
reports from all sources—companies, rating bureaus, engineering firms, 
inspection companies, etc.—correlates them and makes them available 
to any government agency which needs information about a particular 
war plant or any other property. The Army, Navy, Federal Bureau of 
Investigation, Defense Plant Corporation, Maritime Commission and 
other branches of the government thus had at their disposal information 
which otherwise could have been secured only by years of work. 

In war time, nothing can be said about the times when disaster— 
accidentally or through sabotage—is prevented, so most of the great 
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service of this organization must go unmentioned. It is significant, 
however, that the disaster loss to the American war effort has admittedly 
been far less than anyone dared hope and certainly much of that record 
has been due to the coordination of the insurance facilities with the 
protective agencies. There can be no reasonable doubt, too, that the 
disastrous rubber loss at Fall River, Mass., in September, 1941—where 
it was established that the recommendations of the committee had gone 
unheeded—impressed the country with the importance of fire protection 
and caused far more attention to be paid to the knowledge and experience 
of insurance engineers. 


OTHER PuBLic SERVICES 


For the first time in many years, the fire protection work of fire 
insurance companies received real recognition from the public and from 
authorities. People soon realized that only tangible property counts in 
war and that payment for a loss in money still leaves the country the 
loser. If the materials lost are not irreplacable—as was the case with 
the Fall River fire—there is at least a serious delay in the war effort. 
The theme “Fire is Sabotage” was played by many insurance groups 
in advertising and fire prevention speakers found themselves in demand 
at almost every type of business meeting. 

Fire insurance engineers worked with the Office of Civilian Defense 
in establishing standards for fire fighting and air raid precautions. 
Well before the spread of war to the United States, the fire insurance 
organizations had been studying the experience of the British Isles 
under raids and valuable information had already been compiled and 
was available. 

The fire insurance industry, particularly through Underwriters 
Laboratories, was also called upon to devise protection standards for 
the factories which mushroomed throughout the country, frequently in 
areas grossly deficient in almost everything needed for protection. Like- 
wise, these efforts were used to a great extent in testing and rating 
materials used as substitutes for substances made scarce by the war. 


GOVERNMENT INSURANCE 


While casualty insurance overshadowed fire insurance in government 
requirements, the latter was not out of the picture. The United States 
government usually does not insure its own property, but some of the 
corporations of the government, particularly the Reconstruction Finance 
Corporation and its subsidiaries, carry insurance as a regular practice. 
Defense Plant Corporation was the largest buyer, special forms being 
devised for the plants erected and leased by this agency. These plants 
were covered through the groups specializing in factories, notably the 
Factory Insurance Association, Western Factory Insurance Association, 
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Pacific Factory Insurance Association, Associated Factory Mutuals and 
Western Sprinkled Risk Association. When Defense Plant Corporation 
entered into synthetic rubber production, the Oil Insurance Association 
was called into the picture. 

Other government offices using fire insurance coverage from time to 
time were the Maritime Commission and War Shipping Administration, 
Rubber Reserve Corporation and Defense Supplies Company. 

The work of the fire insurance business in behalf of War Damage 
Corporation, one of the greatest war time contributions of the fire 
insurance business, is described in another paper. 


UNDERWRITING PROBLEMS 


No country goes through a major war without serious dislocations 
of business and any such upheavals create their own fire insurance 
problems. During the depression, the statement was made time and 
again that fire insurance was overcapitalized, that it had more under- 
writing capacity than would ever be used and that the then shrinking 
volume of fire insurance premiums could not support all the companies 
then in existence. Beginning about 1940, fire insurance men found 
themselves facing the opposite situation. Many of the new war plants 
involve concentrations of value repugnant to ideals of underwriting. 
Aircraft and other major assembly plants, built with almost unbelievable 
open floor areas with no fire walls or divisions, present serious protection 
problems. Many of these plants are built far from adequate fire depart- 
ments or water supply and the rubber and metal situation has often 
complicated securing apparatus for private protection. Getting these 
fabulous values covered has strained the insurance market time and again. 

So far fire insurance experience has been satisfactory, but the loss 
ratio is climbing and no executive is blind to the possibilities. Crowding 
of many localities has placed a strain on all facilities, including water 
supply and fire protection, and it is difficult to get equipment to remedy 
these conditions. The strenuous industrial tempo of war work, often 
with inexperienced employes, helps to charge the potential loss situation 
with dynamite. 

In many businesses, moral hazard has been eliminated, as many 
buildings and stocks cannot be replaced. Gasoline rationing and other 
travel restrictions, however, are creating moral hazards in businesses 
affected by them, such as roadside stores, restaurants and the like. At 
this writing, there has been no general outbreak of losses in these classes, 
but most underwriters are watching them carefully and it is likely that 
the list will grow before it diminishes. 


Forms AND COVERAGES 


A new standard fire insurance policy becomes mandatory in New York 
July 1, 1943. There has been much interest in this form and it seems 
likely that other states will adopt it. 
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In nearly all jurisdictions, the forms attached to fire policies have 
been revised, both to broaden the coverage and to simplify and reduce 
the number of operations required to write, record and report a policy. 
One of the strongest tendencies has been to incorporate the terms of 
other coverages, such as the extended coverage endorsement and unearned 
premium insurance, into the printed descriptive forms, these coverages 
to apply only if a premium is shown for them. There has been sentiment 
toward arranging the fire policy so that additional coverages can be 
included and made effective by the same process. This procedure has 
been routine with automobile insurance for many years. So far, the 
only step in this direction with fire policies on a “schedule” basis has 
been the introduction of the “optional coverage” fire policy in a number 
of Middle Western states. This policy includes both fire and windstorm 
conditions and thus may be a fire policy, a windstorm policy or a 
combined fire and windstorm policy. As yet, the extended coverage 
endorsement has not been incorporated into any fire policies. The law 
creating the 1943 standard fire policy in New York permits adding the 
conditions of other coverages and it is possible that this may be done 
after the new policy comes into general use. 

-Renewal of fire insurance by certificate instead of issuing a new 
policy has been authorized in a number of states, to save paper and 
clerical work. At present it is being done to some extent, but the 
reaction from the field has not been over-enthusiastic and it is difficult 
to predict the future extent of this practice. While the procedure would 
undoubtedly be simpler in the long run, it raises some problems of 
record-keeping and it is facing the inevitable prejudice against a change 
from established habits. 

The outbreak of the war found companies and agents in technical 
arguments over the coverage under standard forms of losses on the 
border line of war, but not involving actual fighting or contact with 
the enemy. Fortunately, few such losses occurred. Some forms have 
been revised to make the coverage clearer and it is likely that more of 
this will be done, so that the line between insurance furnished by fire 
insurance companies and that of War Damage Corporation will be 
distinct and it will be possible for an insured to buy coverage with a 
reasonable certainty that all losses will be covered. 

Personnel problems of the fire insurance business during war time 
are difficult, but not substantially different from any other business. 
Both company and agency ranks have been tapped by the armed forces 
and there has been a considerable increase in the employment of women 
in both branches of the business. In addition to the usual losses, fire 
insurance field men, engineers and others with engineering training 
were in demand for many government posts, particularly those con- 
cerned with war plant inspection and protection and that further 
complicated the manpower problem of many companies. 
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THE POSITION OF THE GOVERNMENT AS AN INSURER 
OF OCEAN MARINE WAR RISKS 


By Joun H. Maces 


The repercussions of war on the business of insurance have been very 
great, indeed. Of all forms of the business ocean marine may be said 
directly to be in the front line. To carry supplies to the armed forces 
and to maintain our home front it has been necessary that our ships 
sail the seven seas. Hand in hand with the business of shipping is to 
be found the business of insurance. Marine insurance underwriters 
were found “in there fighting” from the beginning. 

In spite of serious efforts on the part of marine underwriters to keep 
the entire American market for marine insurance in commercial com- 
panies, insurance is now written, through an agency of the government, 
on hulls, cargo, crews’ effects and in addition on the lives of seamen. 
Due to a change in policy by the Navy Department and the Maritime 
Commission a substantial volume of builder’s risk business is no longer 
available to the marine insurance market. Of striking significance, 
however, is the fact that, whatever American marine insurance is written, 
the market remains in the control of American underwriters, agents or 
brokers. Virtually all companies writing marine insurance have been 
appointed agents by the government to handle its business. The insur- 
ance public continues placing insurance through the usual channels of 
private enterprise whether for the account of the government or for 
the account of commercial companies. 

In the face of swift moving events, with fast changing conditions, 
it is often difficult to pick out a particular development that may be of 
lasting significance. However, when it is all over, and we are able to 
view the scene with a sufficient degree of perspective, it is not altogether 
a rash prediction to say that the precedent set by marine underwriters 
in cooperating with the government in handling the war risk insurance 
business will reflect to their everlasting credit and be of permanent 
benefit to the business of insurance. It is this development that is here 
to be noticed. 

While American underwriters would unquestionably have preferred 
to retain the entire business of marine insurance in their own hands, 
the exigencies of the situation as they developed, apart from the field 
of insurance, made this clearly impossible. The courage with which 
American underwriters undertook to provide coverage was characteristic 
of our pioneers in their maritime activities. They could have easily set 
supinely back and asked the government to absorb whatever shock might 
develop. There was the precedent of the English market. When losses 
were mounting there were those, endowed with the omniscience that 
goes with ikindsight, who questioned the wisdom of the underwriters. 
None can question and all will admire their courage. That the entire 
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business of marine insurance will be in their hands when the war emer- 
gency is over is their confident expectation. 

To trace the trend of developments, it is necessary to remember that 
after 1938, American marine underwriters generally discontinued in- 
cluding war risks in the marine policies which they issued. Insurers 
of cargos or hulls found it necessary, therefore, to insure their risks, 
first against the perils of the sea, and if they decided the coverage to 
be necessary to secure another policy covering war risks. The ordinary 
marine policy includes such perils of the sea as sinking, collision damage, 
stranding, damage from storms and includes also fire damage. Marine 
hazards are increased during war time because of the necessity to run 
without lights, removal of guides to navigation, danger of collision in 
convoys and the like. Such increase in hazards is not regarded as a 
war risk. War risks include cover against loss caused by acts of an 
enemy such as torpedoing, bombing, and damage from shell fire.’ _Insur- 
ance in the first category, not without its difficulties, continues to be 
written very much as usual. It was in the second category that war 
problems became acute. 


Carco REINSURANCE EXCHANGE 


With foresight born of experience gained in the first World War 
period, American underwriters prepared themselves to handle the war 
risk business without government assistance. Understanding the neces- 
sity of concerted action and the maintenance of an orderly market 
capable of functioning in the most severe crisis that could be anticipated, 
American marine underwriters formed the American Cargo War Risk 
Reinsurance Exchange to handle cargo risks.* The membership of the 
Exchange, comprising about 140 marine companies, embraces virtually 
every marine underwriting company in the American market with assets 
in excess of $1,000,000,000. There is no actual limit fixed for the 
amount of insurance on a single risk though when the Exchange was 
formed $2,500,000 was set as an upper limit on a single cargo. Reports 
indicate that this amount has been several times exceeded in the interest 
of servicing the market when the demand presented itself. By means of 
a reinsurance agreement each company participated on a pre-determined 

1To keep the records straight it is necessary to mention that the Corwold 
case, decided in England in May, 1942, on appeal to the House of Lords, has 
left the line of demarcation between marine and war risk covers extremely 
uncertain. The decision hinged upon an interpretation of the Free of Capture 
and Seizure Clause. Following the line of reasoning of this English decision, 
many risks now regarded as marine risks in this country would fall in the war 
risk category. It is a matter of speculation as to what would be the attitude 
of our Supreme Court. Indicative of the attitude of the underwriters English 
insurers have adopted a new F. C. and S. clause which nullifies the effect of the 
Cozwold rule. There has been an expressed feeling among American underwriters 
that there is some logic in extending the war risk cover to include all hazards 
attributable to war and let the marine policy stand to cover the sea perils 


uniform in war and peace. 
2 Pursuant to Section 29 of the Merchant Marine Act of June 5, 1920. 
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basis in the total business of the organization. As the Exchange is 
operated the insured deals with his own broker and the broker in turn 
places the business with an insurance company of his selection. All of 
the war risk cover of all participating companies is handled in this manner. 

The Exchange actually commenced functioning in the insurance 
market in June, 1939. By this time it had become apparent that 
cooperation would be essential if adequate insuring capacity and an 
orderly market were to be made available for war risk needs of American 
business. By means of this venture, it was possible to quote standard 
rates throughout the market as well as to supply adequate insurance 
facilities for American needs. This was in contrast to the condition 
following the outbreak of the first World War when, without warning, 
there was tremendous increase in the volume of shipping. The insurance 
companies individually were not in a position to handle the insurance 
that was offered. At that time each retained a competitive position and 
quoted its own rates. Policies were not uniform. Competitors in the 
importing business could not know how their costs would compare since 
none knew exactly what the other was paying for insurance. The end 
result was a condition that verged closely on chaos. All this was 
eliminated through the element of uniformity provided by the func- 
tioning of the Exchange.* 

From the period when its operations first commenced until the 
declaration of war by the United States upon the Axis the Exchange 
operated profitably. Certain sources of loss, which the underwriters 
had antipicated, did not develop. However, in the light of the entire 
exposure rates charged were regarded as moderate and a large volume 
of business was underwritten. Serious losses did develop but nevertheless 
the net results were so generally favorable that, in the minds of some, 
concern developed lest the earnings might be regarded as excessive. 
With the impact of actual war, it became at once apparent that the 
temporary period of prosperity was at an end. Nevertheless, the fore- 
sight in preparing for whatever contingencies might develop was rewarded. 
At the outbreak of hostilities the Exchange was in a strong position to 
meet the needs of the market and weather the unexpected. It may be 
added that developments for the next few months were indeed unexpected. 

It requires no knowledge of marine insurance or marine underwriting 
to understand from a casual reading of the newspapers that the shock 
upon the marine insurance business following our entrance into the 
war must have been terrific. Toward the middle of January, 1942, the 
sinking of a Norwegian tanker set up a train of losses that were far 
beyond the calculations of any marine underwriter as reflected in the 

3 While war risk insurance rates were subject to change from day to day, 
they were uniform for all companies in that the Exchange followed the advisory 
rates of a rate-making committee. It followed, therefore, that like insurance, 
placed at a given time, enjoyed a uniform premium charge. It also followed 
me Be — facilities of the Exchange were available to all participating 
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then current rates.‘ Marine underwriters were not slow in attempting 
to adjust rates to meet new conditions. It is clear that the benefit of 
an increase in rates would not be credited until the liability had run 
out. Losses on the outstanding policies written at low rates made them- 
selves felt immediately. This tended, at the outset, to create an unfavor- 
able picture. The nearby sinkings along the Atlantic Coast, as well as 
in the Gulf and Caribbean marked a dark and unhappy period. Nor 
were the submarines limiting their activities to these areas alone. The 
routes to England, Russia, Egypt and the Near East were all menaced. 
While the losses in the Pacific were not so great, they were nevertheless 
serious. There was, in fact, no established sea route but felt the menace 
of the submarine peril and the sinkings all over the world contributed 
to the constantly accelerating volume of losses. The increase in sinkings 
grew to such an extent that the surplus accumulations of the Exchange 
were soon wiped out and by mid-year a debit balance had built up that 
was causing the gravest concern. 

While the losses were serious they were by no means sufficient to 
undermine the strength of the insurance companies. However, because 
of the terrific impact of maritime losses on the public consciousness 
and the fear lest rumors might start which would become inflammatory 
in their consequences, the American Institute of Marine Underwriters 
for the first time in the history of the business published a statement 
showing the’ combined results of war risk insurance operations for the 
three year period from June 1939 to June 1942.5 The figures were 
as follows: 

War risk premium income (after deducting re- 
turns, reinsurance premium, reserves, commis- 
sions and exchange and syndicate expenses) . . .$140,125,180 


War risk losses incurred. ....c.ccccccccccceces 141,578,870 
Tei rit ere ee $1,453,690 


The second quarter of 1942 was a dark hour, indeed, but steps were 
already well under way to effect an adjustment of rates to make them 
commensurate with the risk. A drastic markup was the answer. As a 


4The Norwegian tanker Norlina was torpedoed off our Atlantic coast on 
January 14, 1942. This is regarded as the commencement of a submarine cam- 
paign that reached a state of fury far beyond any expectations used as a basis 
for rate making by our underwriters. The situation has been corrected by the 
Navy as far as nearby navigation is concerned. Off-shore operations continued, 
however, with unabated intensity. 

5 The American Institute of Marine Underwriters is the trade organization 
of the ocean marine business. Included in its membership are not only domestic 
companies but as well foreign companies admitted to do business in the United 
States. A recent development of this organization is the formation of a marine 
insurance publicity committee. The primary function of this committee is the 
dissemination of correct information to the end that rumors of exaggerated 
losses as well as questions concerning the financial position of marine under- 
writers might be p in the hands of the public from an authoritative source. 
The move was unquestionably constructive and had the effect of offsetting rumors 
that might otherwise have grown to dangerous proportions. 
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result, rates were again and again revised upwards.’ It was not until 
the third quarter of the year, however, that increased rates, coupled 
with a decline in sinkings following intensive Naval activity, reversed 
the income and loss picture. By September the debit balance had been 
decreased to a point where the year’s operations had again been restored 
to a favorable position. Figures released late in October by the Institute 
gave evidence of the new trend. As of September 30th the Exchange 
was able to show a credit balance of $10,014,186 distributable to mem- 
bers. The peak of monthly losses, as a result of ship sinkings, was 
reached in June of 1942 and was followed by a downward trend. By 
the end of the year the total insurance written on cargo war risks was 
reported to be $13,252,000,000. On this business there was a credit 
balance of $35,640,308, representing the difference between net premium 
income of $206,887,461 after adjustment and exchange expenses, and 
losses paid and outstanding of $171,247,153. So favorable were develop- 
ments in the latter half of the year that rate reductions were put into 
effect representing the first downward revisions since Pearl Harbor.’ 


THE SPECTRE OF INFLATION 


While marine underwriters were devoting all their energies to carry- 
ing their business safely through one of the most disastrous periods in 
its history there was developing within our economic structure a situa- 
tion that could bring to the nation quite as great disaster as shipping 
losses. Inflation was creeping abroad in the land and the necessity for 
drastic measures to check its progress was recognized by everyone. A 
continued increase in marine insurance rates of necessity meant higher 
prices. In the case of imports this reflected directly on our domestic 
situation to the end that it seriously effected the problem of maintaining 
price ceilings. In other words, adequate war risk rates without price 
advances of the commodities insured were inconsistent. Commercial 
insurance, in the long run, could only operate with adequate rates. The 
maintenance of price structure was deemed of paramount importance 
and to this end the government undertook to provide insurance on 
imports and on exports to United States possessions on a basis that 
would permit maintenance of the then existing price structure.’ This 

6 Indicative of the increase in rates, prior to Pearl Harbor in home waters 
the charges for war risks were virtually token rates, amounting to a fraction 
of a per cent. Continuing increases followed the declaration of war and by 
August as much as 25 per cent was charged between New York and Brazil. 

‘ Following improvements in conditions, by the end of the year rates were 
halved, 12% per cent being charged for the same risks for which 25 per cent 
was quoted in August. 

8It is apparent that exports to the United States possessions must enjoy the 
same rates as imports to the United States if the possessions are to enjoy the 
benefits of price control. Territories and possessions are defined in Supplement 
No. 7 to General Order No. 6 of the Division of Insurance of the War Shipping 
Administration as follows: ‘‘Section 305.83. Definition of Territories and Pos- 
sessions. Whenever reference is made to the territories and possessions of the 
United States in General Order No. 6 or any supplement thereto or any policy 
of insurance issued pursuant to the provisions thereof, said territories and pos- 
sessions shall be deemed to include only Alaska, Hawaiian Islands, Virginia 
Islands, Panama Canal Zone, Puerto Rico including Vieques Island, American 
Samoa, Midway Island and Palmyra Island.’’ 
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necessitated rates lower than any commercial company could possibly 
quote. To provide the machinery for handling the business, through 
the passage of the Bland bill, Congress appropriated $10,000,000. The 
War Shipping Administration was set up and after operations com- 
menced in May, 1942, $240,000,000 additional was appropriated. 
Headquarters were established in Washington and the Administration 
immediately drew upon the field of ocean marine insurance to provide 
for its staff. From the outset the organization has been manned by a 
personnel conscious of the problems of marine underwriting. This 
situation has been productive of much good will and has contributed 
substantially to the functioning of the cooperative program in which 
government and commercial underwriters are both participating. 

The immediate effect of the establishment of the War Shipping 
Administration was the transference to the government of virtually all 
insurance on imports. There were some exceptions to which the govern- 
ment insurance did not extend. The War Shipping Administration also 
provided insurance on exports but here the internal price structure was 
not a problem and the rates charged were a reflection of the risk. 
Thus, we have the strange situation of insurance on identical ships 
over identical routes with a very low rate on imports and with a much 
higher rate on exports. From a strict insurance viewpoint, the situation 
was illogical. From the point of view of price control the project had 
reason. Decidedly, however, it was a problem for the government and, 
involving something more than strict insurance, was entirely beyond 
the ability of private underwriters to handle. This is not to say that 
the insurance industry was happy about the development. The idea of 
a rate commensurate with the risk for an outgoing voyage and another 
rate for an incoming voyage in the same bottoms for a virtually identical 
risk that was so low that it amounted to a subsidy was repugnant to 
their insurance sense.* Neither did all insurance men see eye to eye 
with the necessity of keeping insurance rates at a drastically low level 
for the maintenance of price ceilings. It was the contention of some 
that realistic insurance rates should be recognized as a part of the cost 
of the goods and prices should be allowed to reflect them. Whether or 
not insurance underwriters allowed their own interests to color their 
approach in this particular situation the fact remains that it was the 
decision of the government to protect commodities against increased 
prices and, to the extent that insurance premiums were a factor, gov- 
ernment rates were quoted so that the existing price level might be 
maintained. Regardless of the individual opinions of underwriters, 
when once the decision was made, cooperation was universal. Commenc- 
ing August 1, 1942, virtually every company writing marine insurance 
in the country became underwriting agents for the government. It has 

* Indicative of the situation, while the commercial rate of insuring coffee 
from Brazil to the United States was 20% the government charged a rate of 


35 cents for each $100 of value. At the same time the government charged a 
rate of 15% on outgoing shipments from the United States to Brazil. 
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been stated that the underwriters in agreeing to act as agents for the 
government, and by wholeheartedly entering into the spirit of the rela- 
tionship thus created, devoted a major part of their time to working 
themselves out of business. Be this as it may, from the point of view 
of insurance a great significance is to be found in the fact that the 
business is handled in the already established marine insurance market. 
The insuring public was enabled, thereby, to continue placing its insur- 
ance through the already established channels. Insurance companies 
were enabled to maintain their contacts with customers and thereby 
avoid the dislocation in long established commercial contacts. As the 
plan operates, commercial insurance companies have no share in the 
premium income nor are they in any way responsible for the payment 
of losses. A nominal compensation for companies, agents and brokers 
is provided but this is established on a non-profit basis. Unquestionably, 
the insurance fraternity is rendering a distinct service to the govern- 
ment in the method of handling this business. It can also be said, 
however, that they have rendered a distinct service to their own business 
in establishing this method of cooperative enterprise when the facts have 
evidenced that an insurance venture, because of implications outside 
of the field of insurance, is beyond the scope of commercial underwriters. 


Hurt Risks 


At the outbreak of the war the hull Syndicate was in a somewhat 
different position from that of the cargo Exchange.’® Prior to Pearl 
Harbor American ship owners, with a possible exception of those operat- 
ing outside the western hemisphere, generally regarded war risk insur- 
ance as unnecessary. It was felt, particularly in nearby waters, that 
the war risk was negligible, and this was specially true in the case of 
vessels flying the American flag. This being the case, the hull Syndicate 
found itself after Pearl Harbor with no such reserve accumulated as 
was in the hands of the cargo Exchange. At the same time there was 
a simultaneous demand for war risk insurance from the owners of 
almost every American ship afloat. At the time government facilities 
were so limited that they were virtually useless. This was the outgrowth 
of limitations placed by Congress upon the War Shipping Administra- 
tion which made it impossible to provide insurance on hulls carrying 
contrabrand. Since the contrabrand lists of the various countries were 
almost interminable the only available American source of hull insurance 
was the Syndicate. 

With the double motive of serving the American market and at the 
same time cooperating with the government the Syndicate undertook 

1@The American Marine Insurance Syndicate ‘‘C’’ covers hull risks. The 
Syndicate is made up of practically all American marine insurance companies 
together with a number of foreign companies authorized to do business in the 
United States. It was formed following the first World War at the instigation 
of the United States Shipping Board as a permanent organization to provide 


adequate insurance facilities for hulls of American merchant ships. It is known 
in insurance field as the Syndicate. 
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to handle all business offered subject to its established limitations of 
$4,000,000 for each vessel. In order to meet the demands of the market 
the Syndicate assumed in many instances larger lines than it would in 
ordinary circumstances have deemed wise 10 carry. It is also true, 
because of the great values necessarily assumed in the case of certain 
single risks, when losses under these policies occurred the effect was 
more severe than would have been the case had the single vessel limit 
been closer to the average for all vessels insured. The rates charged 
during the early part of the year proved to be entirely out of line with 
the risk. In fairness to the underwriters, however, it may be stated that 
rates as quoted were influenced to a large degree by their desire to 
provide insurance at premiums that would permit the retention of this 
business in the hands of commercial companies. 

It took but a short time to see that hull war risk rates would require 
a sharp upward revision. Here again the question of price control 
manifested itself since any drastic advance in rates on hulls must neces- 
sarily be reflected in freights. Pending revision of the law, to permit 
government insurance of hull risks, underwriters were asked in February 
to quote on war risk cover for a period of thirty and sixty days. In 
response to the government’s request rates were named effective February 
15th that would remain unchanged to provide protection through March 
31st. Rates quoted, applied to vessels undertaking long voyages and 
covered either for the entire round-voyage or for a definite time limit. 
The rates quoted proved to be inadequate and by the end of March 
the losses incurred were far in excess of the premiums charged. When 
it came time to quote rates for the next thirty days the government 
was in a position to provide insurance and the rates offered were’ so 
much less than those quoted by the commercial companies that com- 
mercial underwriters in the second quarter of the year were left with 
virtually no war risk business on hulls. At the beginning of the second 
quarter there were approximately 275 vessels with outstanding insurance 
liabilities. As these insurances expired the Syndicate withdrew from 
the war risk market with a heavy less.** While any loss is disturbing 
to the managers of an organization whose prime motivating force is 
profit, the aggregate loss when divided among all participating com- 
panies creates little more than a ripple when their combined resources 
are considered. It is necessary to point out, however, so that the over-all 


picture may be complete that the combination of cargo and hull activities 


11In a release of the American Institute of Marine Underwriters dated 
October 27, 1942, the following estimate of the situation was given: ‘‘The 
American Marine Insurance Syndicate, which discontinued writing war risk hull 
insurance earlier this year and has practically wound up its war underwriting 
operations, showed as of September 30 a debit balance of $24,263,427, resent- 
ing the difference between net premium income of $35,737,892 ag rome 
losses of $60,001,319 for the period from June, 1939, to the end of September, 
1942. Only four ships now remain at risk with outstanding insurance of 
$2,691,375. When final reports are available on these ships the Syndicate’s war 
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over the period from June, 1939, when the writing of marine war risks 
first started, to the close of 1942 reflected only a small loss." 

It may be noted in passing that the insurance covering the usual 
marine perils necessitated frequent rate changes because of the increase 
in losses attributable to the war but not directly covered under war 
risk insurance. It has already been noticed that after the outbreak of 
the war aids to navigation were frequently removed, vessels were com- 
pelled to run without lights, and there was always the collision danger 
in convoys. In addition to this, however, many vessels were instructed 
to follow courses close inland and otherwise follow routes not customary 
in times of peace. Vessels were sent on voyages for which in ordinary 
times they would be regarded as poorly fitted. As a result there were 
a large number of claims filed under the marine policy, many of them 
collision and strandings that in peace time would in the ordinary course 
not be expected."* Because hull policies are non-cancellable and ordi- 
narily written for a period of twelve months, much of the outstanding 
liability after Pearl Harbor did not reflect the then existing risk. 
Immediately after the declaration of war a surcharge of 1214% was 
effective for renewals. This was later increased and by the end of the 
year there was in effect a basic surcharge of 3712% and this in some 
instances was increased. While the outlook in such trying times must 
continue to be uncertain, it is heartening to note the healthy position of 
American marine underwriters and the vigor with which they approach 
current problems.** 


BuriLper’s Risk 


During the greater part of 1942 the ocean marine insurance market 
enjoyed a substantial volume of builder’s risk insurance. The govern- 
ment construction program was so enlarged that the premium income 


12A release from the American Institute of Marine Underwriters, dated 
January 29, 1943, states: 
<« American marine insurance companies, after 344 years of actual war ex- 
— during which they have written approximately $17,061,000,000 of war 
insurance on shipping, are expected to show y a loss on their 
od -all operations despite the heavy sinkings, sapiteniotiy during the past year. 
‘*While these war risk operations, including both cargoes and hulls, ons 
resulted in a credit balance of $11,168 600, a e difference between 
remiums of $243,036,298 and losses paid and ing of $231,867,607, it 
mare out Poe this eS @ gross sum from which must be “deducted 
taxes over! expense 0 e companies ci , and that these are 
expected to exceed the amount of the credit oF none se 
13 An example is to be found in the collision of the steamers Zxminster and 
Algic near the Cape Cod Canal. The cargo loss in this instance was estimated 
at approximately $2,000,000. Losses on hull at $200,000. The blacking out of 
= tion lights as a war time measure, unquestionably contributed to the loss 
claim was paid under the marine policy and not regarded as a war loss. 
are a number of other similar loss involving collision or stranding running 
to amounts from $1,000,000 to $2,500,000 
14Qn the basie of the latest available statement the American Institute of 
Marine Underwriters reported as of January 29, 1943, that the companies com- 
posing the cargo Exchange and the Marine Insurance Syndicate, had an aggregate 
surplus for protection of policyholders of $1,174,622,000 with cash and govern- 
ment security holdings of $693,661,000 
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from this source showed a marked increase. The decision of the Navy 
department to dispense with builder’s risk cover other than collision 
liability following launching, plus the builder’s risk protection and 
indemnity cover, cut off this source of revenue in the latter part of 
1942. The new practice became effective on all keels laid on or after 
October 1st. The Maritime Commission effective October 30th adopted 
a similar practice on all vessels with the exception of those being con- 
structed under contracts of a “fixed sum” basis. Since a substantial 
volume of this construction is on the basis of “cost plus,” the business 
now obtained from the Maritime Commission provides only a small 
fraction of the income heretofore obtained. 

The insurance underwriters in cooperation with all interested parties 
have worked out a special form of insurance to meet the requirements 
of the Navy department and the Maritime Commission. Insurance 
underwriters would naturally enjoy a continuation of full builder’s risk 
cover. None can deny, however, that the spread of risk which the 
government enjoys is virtually identical with the risk that the insurance 
companies would carry. The government is quite as able to carry the 
risk as the insurance companies. While this represents a loss of premium 
income it is not in any true sense a loss by government competition. 
It is a reduction due to the determination of the government that it 
can well handle its own insurance risk in this particular field. 


Lake SYNDICATE 

The marine insurance business on the Great Lakes is largely handled 
by a Syndicate organized for the purpose.** The experience during the 
year 1942 in the face of a large increase in shipping was reported to 
be about normal. There was one problem that presented itself, however, 
and this involved the insuring of ships after the close of the usual 
season on November 30th. In order to cooperate in furthering the 
war effort the Syndicate entered into an agreement with the War Ship- 
ping Administration to cover shipments of ore as long as the lakes 
were open to navigation. 

A post-season risk was unquestionably greater than that of the summer 
months and would naturally call for a higher premium but here again 
the price ceilings manifested themselves. From the underwriters point 
of view it would be inconsistent to quote post-season rates on the same 
basis as summer rates. The situation was solved through an agreement 
whereby the Syndicate and certain other individual insurance companies 
provided the cover and reinsured the risk with the War Shipping 
Administration. A special policy was provided and it was available only 
to those moving materials directly contributing to the war effort. 


Institute Apvisory Co}*:‘'TTEE 


One of the most constructive contributions of insurance underwriters 
has been the work carried on to make the government insurance con- 


15 The Great Lakes Underwriting Syndicate. 
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tracts fit the established practices of ocean marine underwriting. Since 
the government insurance was to a large degree a subsidy the govern- 
ment undertook to see that none other than those for whom the rates 
were designed benefited by them. Practices that were well understood 
among commercial underwriters were not within the scope of the con- 
tracts of the War Shipping Administration as first issued. 

The American Institute of Marine Underwriters established an advis- 
ory committee and this committee, in cooperation with the War Shipping 
Administration, worked out rulings that better adapted the government 
contracts to long established marine insurance practice. Provision was 
made for optional endorsements. Modifications of the original plan 
were so worked out that the government was enabled thereby to meet 
to a much better degree the needs of the insuring public. 


LookInG FORWARD 


Up to this point an effort has been made to present a reasonably 
objective report of developments that brought the government, as an 
insurer, into the field of ocean marine insurance. It is not unnatural 
that insurance interests may, from time to time, reflect upon the course 
of developments and inquire as to the trend their business may be 
expected to follow upon the termination of hostilities. It is the inten- 
tion, from this point on, to indulge briefly in the luxury of speculation. 

In the light of the evidence, the nature of the participation of the 
government in war risk enterprises brings quite definitely to the front 
the fact that the government is acting not as a competitor to commercial 
insurance but in cooperation with it, to the end that between them both 
a problem of war time necessity may find a solution. It is not an 
argument to state that the problem might have been solved in another 
way. The fact remains that the way was determined upon by competent 
authority. When the decision was made, as was to be expected, coopera- 
tion was complete. By virtue of the very fact that the government 
utilized the field force of commercial insurance it evidenced the tem- 
porary nature of the venture. 

There always have been those who have regarded any approach of 
the government to the field of business as anathema. We sometimes 
still hear the suggestion that the situation is a dangerous one for com- 
mercial insurance and that the government may reluctantly withdraw 
as an insurer after the war. It is suggested that some of the more 
visionary of the advocates of social insurance will see social implications 
in virtually all forms of insurance to the end that they may undertake 
to enlarge government influence in the field following the war rather 
than encourage the termination of the activity. This seems to be an 
unhealthy fear and hardly in accordance with the trend. 

It is more and more becoming the established conviction that private 
enterprise in a strong and healthy condition is one of the essential 
requirements for a post-war recovery. Perhaps the most refreshing sign 
to be found by insurance management is the spirit of leadership which 
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seems to be seeping into the high places of business and industry. 
Forward looking leadership within the government, and outside of it, 
in both labor and management, are pointing out that private enterprise 
has in this country always supplied, for the most part, our needs for 
goods and services. The attitude of a cooperative relationship between 
government and business is evidenced by the organization of leading 
industrialists at the suggestion of Secretary of Commerce Jessie Jones, of 
a Committee of Economic Development.'* This committee has launched 
a program for post-war production that is receiving the active coopera- 
tion not only of business interests but of government agencies directing 
their efforts toward post-war planning. The business world is unques- 
tionably looking forward with renewed enthusiasm to the vast new 
enterprises that will follow the transformation of sword making into 
an abundant and generous source of plowshares. It is recognized, how- 
ever, that this does not mean a return to the old laissez faire with its 
severe social stresses. There will be some new rules to the game. While 
there are still some reverberations of the pre-war business-government 
disputes, the tremendous job that industry is doing in connection with 
the war effort has tended to relegate these bickerings to the realm of 
the past. It would be encouraging, indeed, if we could say opinions 
were unanimous, or nearly so. While there are still a great many who 
nurse old wounds, there is unquestionably an increasingly optimistic 
spirit making itself manifest that looks definitely to business leadership 
to take over when hostilities cease. 

Not by looking back to days that are gone forever, but by adjusting 
to fast changing conditions will business be able to move smoothly 
forward into a new era of prosperity. Specifically in the field of ocean 
marine insurance the post-war possibilities are tremendous. Even the 
most casual review of the terrific hull losses will indicate a building 
program of ocean bottoms that will extend after the war for many 
years to come. It is, moreover, a generally accepted conclusion that 
this country must assume a position of leadership in a world-wide 
post-war period of reconstruction. The implications to the business of 
ocean marine insurance are at once apparent. Indicative of the govern- 
ment attitude, Rear Admiral Howard L. Vickery, U. 8. N., Vice Chair- 
man of the U. S. Maritime Commission, gave emphasis, in an address 
before the American Institute of Marine Underwriters last October, to 
the statement that it was in fact the government’s wish that a strong 
marine market be maintained in this country not only prepared to 
handle immediate problems but prepared as well to handle post-war 
developments. Ocean marine underwriters foresee an opportunity that 
will place the American market in a position of world-wide leadership. 

When all factors are taken into consideration it is safe to conclude 
that the impact of war upon the business of ocean marine insurance 

16 Under the chairmanship of Paul G. Hoffman, President of the Studebaker 


Corporation, it has indicated its objective to be the creation of at least 50,000,000 
peace-time jobs after the war. 
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will have no lasting unfavorable effects. The outlook, far from being 
unfavorable, is quite the reverse. The future looks bright indeed. 
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THE WAR AND ACCIDENT AND HEALTH INSURANCE 
By Armanp SomMMER 


Although war today is abrupt and dynamic as evidenced by blitzkreig 
methods, the economic effect of the war is one which creeps slowly and 
insidiously. The everyday life of the Accident and Health business 
seems to go on in its usual pattern; nevertheless the last year and a 
half in retrospect has brought many vital changes and the future 
promises even more drastic evolutions. The word “evolution” has been 
used advisedly because many of the changes brought on by war condi- 
tions will be a permanent part of the future of Accident and Health. 

There is little precedent in the past gyrations of the Accident and 
Health business which will give us an insight into the problems of the 
present war. In the World War No. 1, Accident and Health fared very 
well from a volume standpoint. The volume figures of individual com- 
panies showed, as a general rule, a continuous upward spiral from 
1916 to 1920, the downward drop in 1920 being the quick post-war 
depression. From the experience standpoint the companies did not fare 
so well in the first World War due to the very disastrous flu epidemic 
in 1918 and 1919. This ill-wind borne epidemic, although disastrous at 
the time, undoubtedly had some permanent beneficial effect on the 
institution of health insurance as it no doubt was one of the determining 
factors which both revived the buying spurt of Health insurance and 
which was the background for the necessity of changing the Health 
coverage from the first-day benefit to some type of elimination. Even 
though we had a large Army and Navy in the first World War, it wasn’t 
comparable to the number of men in service at this time; therefore, 
one of the most acute situations, the loss of a great amount of purchasing 
power among the younger men, was not acute in World War No. 1. 
The brighter side consisting of the huge number of defense workers, all 
of whom are Accident and Health conscious, wasn’t as prevalent in the 
first war. Summing up the business history of World War No. 1, in 
the Accident and Health field, we see that this first war was merely a 
prologue rather than a preface to this one in so far as problems are 
concerned. 

It might be of interest to delve briefly into the sales, underwriting, 
claim, and administrative phases of the Accident and Health business 
in relation to today’s war conditions. 


SaLzs 
The most dramatic effect of the war on sales is the loss of so many 
potential and actual salesmen and agents. Many men who have been 
most proficient in the business and many of the unusually successful 
agents have joined the armed services. Unlike other lines of insurance, 
Accident and Health must be sold aggressively and therefore at first 
glance it would seem as though the amount of new business written 
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should decrease due to the loss in experienced manpower. This loss to 
the armed services has had a huge effect but is counter-balanced by the 
upheaval in many lines of business, being instrumental in pushing a 
number of good salesmen into the Accident and Health insurance field. 
Many industries have no need for salesmen. Other lines of endeavor 
have been so curtailed that salesmen as well as other employees no 
longer have the normal opportunity. Fortunately and justifiably, sales- 
men from other lines of endeavor have thought of the Accident and 
Health business and many of them are already not only making un- 
usually satisfactory remunerations but also are playing an important 
part in increasing the sales of the business. 

Accident and Health being an intangible and also lending itself to 
creative salesmanship has particularly appealed to many high-powered 
salesmen. It isn’t a platitude to say that “everyone is a prospect.” The 
good salesman therefore has realized the opportunity and unquestionably 
the war is bringing about a more aggressive type of Accident and Health 
salesmanship. It may sound far-fetched or even paradoxical but the 
fact that more aggressive selling is coming into the business will improve 
the loss ratio experience. For many of the multiple line companies who 
do not sell Health insurance most of the Health insurance written by 
the agents is “bought” rather than “sold.” When Health insurance 
particularly, and to some extent the same is true of Accident insurance, 
is “bought” and not “sold” there is often a hidden motive. With aggres- 
sive salesmanship, however, we bring into the Accident and Health field 
many of the better risks and the tendency is to improve experience. 
We might, therefore, credit to the war the increase in the number of 
aggressive salesmen in the business. Many of them will stay in the 
business when their normal fields of endeavor are again open to them. 
The corollary to these new men is the tendency towards better results, 
especially in Health insurance. 

The war has left a number of women at least partially self-supporting. 
Many of these women are so fixed at home with a family and other 
duties that they cannot give full time and cannot hold down a regular 
job; therefore, the insurance business has an appeal to them; and with 
the proper training a number of them are becoming successful sales- 
women of Accident and Health insurance. 

Considering the effect of the war on sales, we must also take into 
consideration the basic economic background of the day. The luxury 
items are disappearing, which, combined with more money in the hands 
of the insuring public, makes the buyer more susceptible toward an 
intangible item. Of all intangibles available today the fundamental 
security of Accident and Health is particularly appealing. This has 
been very forcefully brought to the prospect’s attention by the agitation 
for better and bigger social security. Accident and Health is actually 
income protection and with more income to protect today than there 
has ever been in the history of the country, it is reasonable to assume 
that Accident and Health will obtain more than its share. 
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The defense worker too is Accident and Health conscious, is making 
good money, and although it is difficult from a sales standpoint to reach 
him via the old method, he is easily sold if he can be reached. The 
commotion (perhaps we should have said “the activity”) about the 
“cradle to the grave” program has been an unusual advertising medium 
for Accident and Health insurance and has played an important part 
in giving greater public appreciation to the need for income security. 


UNDERWRITING 


There are serious underwriting implications in today’s Accident and 
Health activities. Although the results during the war period are des- 
tined to be satisfactory, the age group of both new and existing 
policyholders and their itinerant occupations based on a long-pull out- 
look are going to have a very adverse effect on results once the war 
activity is over. The business man is today making good money and 
will purchase Accident and Health; however he is, generally speaking, 
in the age bracket beyond age thirty-eight and therefore the companies 
are absorbing the most dangerous Accident and Health ages with- 
out proper sweetening by means of the younger risks. It is true 
that a number of the younger prospects in defense plants are being 
written; and as Accident and Health risks they are very desirable 
during the time of steady employment with satisfactory wages. When, 
however, the war is over many of these men will be out of work, or at 
least during the period covering the industrial revamping of plant 
equipment many of them will be out of work. This will result in both 
a lapsation and an adverse claim ratio. 

Unemployment and the downward spiral of wages are two of the 
greatest factors in adverse accident and health loss ratios. Even those 
of us who are most optimistic on the post-war period realize that we 
will have at least periods of unemployment among the industrial workers 
and that the wage scale of today won’t be maintained. The reverse 
situation, heavy employment and high wages, bring low loss ratios and 
these factors more than offset the unsatisfactory factors of Accident 
and Health during the war period. 

Another red light on high loss ratios is over-speculation. This hasn’t 
hit the Accident and Health business as yet, but is beginning to show 
itself. When the war ends excess income will be considerably reduced 
and many men will find themselves over-insured in relation to their 
normal income, perhaps for many years to come. This presents an 
unconscious moral hazard which will have to be considered in re-under- 
writing at some stage in our post-war development. 

Another interesting and important factor of underwriting is the 
amount of sub-standard business that it is necessary to accept during 
these times. Although the regulations of the military forces on accept- 
ance of men differs widely from the eligibility standards for Accident 
and Health insurance, it is nevertheless true that if a man in the proper 
age brackets is not acceptable for military service it is at least an 
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indication that there might be similar problems in issuing an Accident 
and Health policy. Many dormant and unknown conditions are brought 
out by medical examinations which will later show up in an Accident 
and Health application. The result is that the companies are finding 
more adverse history than ever before and yet must accept as a matter 
of public policy and everyday good business a substantial percentage of 
the applications submitted. This whole situation is further handicapped 
by the shortage of doctors. Although no examination is required in 
Accident and Health, it is so often necessary to consult doctors who 
have treated an applicant in the past. So many cases are referred to 
the assured’s doctor, only to find that he is in the Army with the 
record unavailable. All of this requires much more gambling in under- 
writing and more “yes” and “no” decisions without building up the facts. 

This consideration of the so-called “sub-standard” risk and the issu- 
ance of many policies on what formerly would be termed a sub-standard 
basis is going to result in a different outlook and a more progressive 
slant on sub-standard business. This will have a far-reaching effect and 
will be discussed further in connection with the Beveridge Plan. 

Another underwriting problem which is going to develop experience 
of interest in the future is the writing of so many war workers. Many 
companies in the past have been very wary of the hazardous occupa- 
tions. Today due to agency pressure, and we hope tinged with the desire 
to be of public welfare, the companies are taking chances on the war 
workers. Peculiarly enough the experience is good from an Accident 
standpoint. This is especially optimistic for the future when you realize 
the huge number of men in hazardous occupations who are not accus- 
tomed to that type of work. Also with the production rush and the 
great drive for man-power in the factories, there is bound to be much 
more chance for industrial accidents today than there would be in 
normal times. 

Despite the inexperienced workers and industrial rush to fill orders, 
the percentage of serious accidents among those writing defense workers 
has been gratifyingly low. Of course, these remarks are based more 
upon a small amount of experience and no collated statistics. It does, 
however, seem to be the almost unanimous opinion based on their own 
experiences of those companies writing these defense workers. 


CLAIMS 


We have covered most of the claim situation in our remarks on 
underwriting. The claimant today is making so much more money on 
the job than he is from his insurance that he isn’t claim conscious. 
As the inflationary psychology incident to war conditions spreads with 
the continuance of the war, it may be that there will be a greater 
percentage of insurance purchased in proportion to income and the 
speculative factor may at a later date enter into the adverse claim 
ratios. At present, however, the loss ratios are especially satisfactory 
with 1942 an excellent year and 1943 starting out equally promising. 
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We are today in boom times! Even though today’s activity may be 
of the pulling one’s self up by one’s bootstrap variety, and even though 
these same bootstraps may be fraying and ready to break, we are 
apparently in the mountainous portion of the business cycle. In previous 
booms the companies have competitively heightened eventual depression 
conditions by a vicious cycle of competition. Business is good and 
profitable. Better value, therefore, can be given in the policy. Company 
A outdoes Company B, and Company C shows both B and A the road 
to volume success. The result is that when the bubble bursts the Accident 
and Health business is geared to policy forms that can’t stand up during 
depression. Fortunately, however, this particular sign of future trouble 
hasn’t appeared as yet on the horizon. There have been many changes 
but they have all been apparently sound, most of them in the direction 
of a more flexible and saleable policy program. 

The everyday claim routine isn’t affected particularly by the war. 
There are many special problems such as the handling of a man who 
works half-time at his regular occupation and part-time in a defense 
plant; the claim handling for those doing volunteer work, some of it 
of a hazardous or semi-hazardous nature; and other problems aligned 
to today’s special employment conditions. 

One of the special problems of the war has been the treatment of 
those who enter the armed services. For many years the companies were 
meticulously careful to be certain through policy provisions that there 
was no liability in the event of the entry of a policyholder into the 
armed services in times of war. Shortly after the declaration of war 
by our country the companies threw all past precautions to the winds, 
and most companies today are covering those policyholders who are in 
the armed services and who want to continue their protection. In many 
instances it isn’t logical for the man in military service to continue his 
policy, but there is a real necessity for many in the armed services who 
are performing essentially the same duties as in civilian life to continue 
their policies. For example, doctors, dentists, and many of the admin- 
istrative men in the Army have almost the same need for Accident and 
Health protection as they did in civilian life. The protection granted 
to men in military service covers them only while in this country. 

Another major problem was the protection tc the policyholder in the 
event of bombing, gas attacks, or invasion of the United States. This 
type of claim has been excluded from the policies for many years, but 
here again at least a few of the companies have granted coverage to 
policyholders resulting from these enemy acts. Although there hasn’t 
been a unanimity of action on the handling of these war clauses, the 
companies as a whole have leaned backwards in serving the public. For 
example, an accident directly caused by a blackout could legally be 
denied by the company, but almost without exception this type of claim 
has been paid despite the fact that there has been in the aggregate a 
large number of this type. 
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ADMINISTRATIVE 


No picture of the war in its relation to any business is complete 
without considering the administrative problems. Accident and Health 
has had more than its share of this type of difficulty. Experienced 
underwriters and claim men are at a premium and a good portion of 
this work must be done by men and women rather quickly trained. 
Also, in this connection, many women are having to take men’s places 
and Accident and Health underwriters or claim adjusters cannot be 
built overnight. The result is that from every standpoint there is less 
technique in handling. From the overhead standpoint, further, there 
are definite problems today. The Accident and Health rates are not 
flexibie and it isn’t practical to increase them as the overhead rises. 
This overhead, nevertheless, is rising rather spectacularly. 

Accident and Health as well as other lines of insurance is predicated 
upon statistical machine handling. With no more of these special 
machines being built and the government taking over a percentage of 
today’s supply, it has been necessary for some companies to use their 
equipment from sixteen to twenty-four years a day by the means of 
night shifts. This presents many problems to the workers and to 
their supervision. 

Another serious problem, particularly in Accident and Health, is the 
servicing of business where the agent has gone to the armed services. 
Accident and Health is a personal line and requires personal servicing. 
For those companies on a general agency basis there have been many 
instances in which the Home Office has had special problems in the 
servicing of this existing business. Many agents are coming into the 
insurance business from other lines as mentioned in the remarks on 
sales. These men create an administrative problem in that they must 
be properly trained in sales, the technical aspects, and particularly in 
the ethics of the business. 

The most important development of the day in the Accident and 
Health field is the “Cradle to the Grave” idea. This paternalistic mood 
has been brewing for many years but the war seems to have brought 
it out of its embryonic stage. The added impetus of the war, particularly 
with the background of the presentation of the Beveridge Plan in 
England, has made this movement front page news. 

The fundamental fact, which all of us in the Accident and Health 
insurance business realize, is that with our knowledge and efficiency 
of toéevy and with the tendency in the business to decrease the sales 
cost, we can offer more value to the buyer than the government can 
give. This could perhaps be illustrated by the lack of underwriting 
or technical outlook among those who are planning the governmental 
absorption of the hazards of Sickness and Accident. In a so-called 
question and answer quiz between Mr. Linton, President of the Provi- 
dent Mutual Life Insurance Company, and Sir William Beveridge, the 
point was brought out that in some instances there is only a 16% 
difference in income between the government plan in benefits to the 
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incapacitated workman and his normal wage. When this was called to 
Sir William Beveridge’s attention, he very naively and with a shrug 
of the shoulder replied, “I am not afraid of such a situation. I do 
not know of anyone who wants to be sick.” Any of us who have watched 
the moral hazard of Accident and Health insurance are very pessimistic 
on this pollyanna-ish attitude. We know that with such a little differ- 
ence between a government dole and the income from a hard day’s 
work, the incentive to return to work is definitely lacking. 

Any appraisal of the pro’s and con’s of the Beveridge Plan must 
take into consideration the activities of the Accident and Health com- 
panies which have the tendency to accomplish objectives of the “cradle 
to the grave” development. Either consciously or to meet the trends 
of the times from a sales standpoint, the companies have so broadened 
and changed the scope of Accident and Health insurance that the need 
for a governmental plan becomes less necessary with each succeeding 
progressive step of the Accident and Health fraternity. Both subjec- 
tively and objectively the Accident and Health men of the country are 
obviating the need for a governmental plan. The Accident and Health 
business is mentally much more mellow towards the idea of universal 
protection and objectively much has been accomplished. We, of course, 
can only discuss the objective results. 


Group ACCIDENT AND HEALTH INSURANCE 


No one can intelligently and logically counter the idea that group 
insurance gives the most protection to the buyer at the least possible 
cost. No governmental agency no matter how efficiently run could offer 
group insurance with the low overhead that the companies charge on 
group business. When you figure the allowable percentage of claims to 
premiums, the remaining overhead cost is much less than could be 
worked out governmentally. If you deduct taxation from this overhead, 
it is so very low that there couldn’t be any possible system which could 
offer so much to the buyer. 

Group insurance isn’t a new idea, but if a summary of group Accident 
and Health premiums could be obtained for the last many years there 
would be a steadily rising curve. Previous to 1942 the group business 
was not shown separately on the annual statement and, therefore, it 
isn’t possible to have an accurate statistical survey. Beginning in 1942 
group business is shown separately on the annual statement and, there- 
fore, its progress can be watched in the future. In any event, group 
insurance covers such a huge number of people at the lowest possible 
cost that any plan substituting the government for the carriers would 
definitely be more expensive to the buyer. 

One fallacy relating to group insurance is that it only reaches the 
employed person. However, a progressive step at least from the stand- 
point discussed is the inclusion of the families under group hospitaliza- 
tion coverage, thereby offering this low cost plan not only to the worker 
but also to all members of his family. This has some underwriting 
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problems but the companies have been successful in at least offering 
this coverage to the public. With the explanation of group insurance 
of recent years and the aggressive sales methods of today, it can stand 
as a monument toward what can be done by the insurance companies 
if they are left to follow their own fortunes. 


FRANCHISE ACCIDENT AND HEALTH INSURANCE 

This is a comparatively new development which has many of the 
attributes of group insurance but is on a selective basis. It is the type 
of insurance written on the payroll deduction plan for employees of a 
common employer. No participation is required and smaller firms may 
be covered. Therefore the company has the right to reject or accept. 

This new line of endeavor has opened up low cost insurance to many 
thousands of people on the painless payment method. Most of these 
persons previously couldn’t conveniently buy Accident and Health. The 
coverage is of the “bread and butter” variety, and the companies that 
are in the field have discarded many of their old underwriting require- 
ments with the result that there is close to universal acceptability 
despite the privilege to reject. The ultimate benefit on this line is the 
opening of income protection to a huge number of people who previously 
were not purchasing Accident and Health insurance. 

ACOIDENT AND HEALTH Via Lire INsuURANCE SaLEs MeTHops 

At least two major companies in the Accident and Health field are 
now pushing a very liberal Accident and Health policy which is sold 
along life insurance lines. The first commissions to the agent are 
substantial but the renewal commissions are especially low. The net 
result to the buyer is that he has a much greater equity in his policy 
than on his usual Accident and Health policies. This line, therefore, 
fits the objective of giving the public the most value with the least 
“manufacturing” and selling cost. Again, this line couldn’t be dupli- 
cated by a government plan. 

Low Cost MontHty PREMIvuM POLICIES 

These have always been available, but in the last few years there has 
been a great increase in the sales of such policies and a marked improve- 
ment in the methods of merchandising. The result is that many more 
people than ever before are protected on this low cost plan. 

HOSPITALIZATION 

Previous to the last few years the masses were subject to charity 
hospitals or at least payment of hospital bills on some type of credit 
plan. Through the development of low cost hospitalization insurance 
the burden of hospitalization financing has been spread among the many. 
Considering the insurance companies and the hospital associations and 
with the inclusion of both the worker and the family including the 
children, approximately one-fourth of the entire population of the 
country is covered under hospitalization policies. Here again these 
policies are so handled that the overhead is comparatively low and the 
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public is obtaining maximum value. We have stressed value throughout 
all of this discussion as it is important in competitively considering a 
governmental plan. 


Sickness INSURANCE 


One of the phenomena of the Accident and Health business is the 
sale of so many accident policies without the accompanying health 
coverage. There is no cold, sound logic for a man to protect only a 
portion of his income by purchasing accident only insurance. It’s just 
as necessary financially to have protection against being bowled over 
by a vicious “strep” germ as to being tripped down a flight of cellar 
steps. There is a certain underwriting and sales background to the 
illogical habit of the Accident and Health business selling accident only 
insurance. Nevertheless, it has been one of the apparent weaknesses 
from a broad economic standpoint and could be used as ammunition 
against the Accident and Health business. Happily the trend of the 
last few years towards complete Accident and Health coverage is an 
important factor in the vital protection of the public’s income. 


BetrTer SALES AND BROADER UNDERWRITING 


One of the chief avenues of approach for the proponents of the 
Beveridge type of plan is that only the well person can obtain protec- 
tion. Those in poor health who need the protection most, can’t purchase 
it. By more aggressive sales a greater cross-section of the insuring 
public is brought into the Accident and Health fold. Much greater 
underwriting leeway therefore can be attempted. The result is that 
many of the companies are rejecting less and less business every year. 
After all, the underwriting objective of an insurance company is to get 
a normal cross-section of risks. Today’s sales methods are approaching 
this goal. Particularly on the special plans mentioned above, the under- 
writing is so much more liberal than previously and the percentage 
of rejection or postponement is negligible. It is urgently necessary that 
this aim of essentially universal acceptability be studied by every com- 
pany. ‘Those companies most aggressive today are working out some 
coverage for nearly every applicant, even if it has to be on what might 
be termed a sub-standard basis. 

In the space allotted, it has been difficult to attempt to cover this 
field in any but a superficial manner. Each of the subjects considered 
could have been attacked statistically, technically, and thoroughly. 
Instead an attempt has been made to cover the generalities in this 
brief survey. All of the developments mentioned are not the direct 
result of war conditions, but they do denote the trend of the Accident 
and Health business during the present war times. To attempt to 
differentiate the causes of the various trends would be futile. The war 
itself was the outgrowth of the economic, political, and sociological 
trends of the day. The direction of the Accident and Health business 
is interwoven with the causes of the war and the war itself. 
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WAR DAMAGE INSURANCE 
By Ass J. GoLpIn 


Our entry into World War II created a demand for protection to 
property of its citizenry against loss by reason of war or enemy action. 

For a short while a feeble attempt was made by some insurers to 
issue policies for some phase of this coverage. Because of the lack of 
knowledge and experience in the subject matter, there being practically 
no actuarial figures, the insurers had very little information upon which 
they could rely on for the loss ratio of this type of coverage. Prohibitive 
rates were charged and there seemed to be no great effort to sell this 
form of insurance. The average person had no satisfactory means of 
protecting himself against losses of this type, even though there was 
a great demand for such coverage, especially so, after the Japanese 
tried to bomb or shell the West Coast. 

Our government being aware of tke ineffective manner insurance 
companies handled this important phase of insurance, took a hand, as 
it did in the last war, when marine war risk coverage was undertaken 
and underwritten by the government. 


THe Wark DAMAGE CORPORATION 


Under an Act of Congress passed on March 27, 1942, the Reconstruc- 
tion Finance Corporation was directed to issue war damage insurance 
through a newly organized subsidiary, the War Damage Corporation. 
This subsidiary was authorized to insure “loss or damage to property, 
real and personal, which may result from enemy attack (including 
any action taken by the military, naval or air forces of the United 
States in resisting enemy attack), .. .” 

On September 16, 1942, the War Damage Corporation in a memo- 
randum construed “enemy attack” to mean action of the armed military, 
naval or air forces of the enemy, but not action of other agents of the 
enemy (e.g., agents acting secretly and not in uniform).” 

It further construes “any action taken by the military, naval or air 
forces of the United States in resisting enemy attack, 

“(a) to include all loss or damage directly resulting from 
such action in resisting an actual enemy attack, or an imme- 
diately impending enemy attack (whether or not such attack 
subsequently takes place), including loss or damage caused 
directly by the armed forces of the United States while on 
actual patrol in the air, at sea, or on land, and including loss 
or damage resulting directly from the transportation of high 
explosives by the armed forces of the United States for the 
immediate purpose of resisting such actual or immediately 
impending attack, but not otherwise: 

“(b) to include loss or damage caused directly by acts taken 
under proper authority to prevent the spreading of, or to 

(69) 
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mitigate the direct consequences of loss or damage resulting 
directly from an enemy attack, and to include loss or damage 
resulting directly from acts ordered by military authorities of 
the United States to be taken in resisting enemy attack: and 
“(c) not to include actions of the armed forces of the 
Allied Nations while engaged in resisting enemy attack.” 

By reason of the definition of the hazard involved in the war damage 
policy, a great gap has to be bridged by the insured. Damage to property 
caused by our armed forces, when no enemy attack is actually and 
immediately impending, or when there is no resistance to an enemy 
attack, is not covered. Planes of our armed forces de crash or fail to 
function during test flights; other vehicles of our armed forces do 
come in contact with property of civilians, causing considerable damage. 
Such losses are not covered. ‘ 

If one has his property insured under the war damage policy and 
a plane of our armed forces falls from the air, damaging his property, 
unless falling within the narrow confines of the definition as promul- 
gated by the War Damage Corporation, he cannot recover under the 
terms of the policy. Losses of this kind should have been covered under 
the war damage policy, in the light of our experience. Such coverage 
is difficult and almost impossible to obtain at a reasonable premium 
from insurers, and since this is war damage insurance, it should cover 
all risks to civilian property that a war machine may cause. It should 
not be restricted to the narrow definition set forth in the regulation 
above noted. 

INSURABLE INTEREST 

The insured must have an insurable interest in the property to be 
covered. This interest must be fully disclosed in the application for 
the policy. When the insurable interest terminates, the policyholder 
may cancel the policy. If he does not cancel by reason of loss of 
insurable interest, the policy will otherwise be void. 

When the War Damage Corporation first issued its regulations, the 
insured could only terminate his policy because of his loss of insurable 
interest. However, on November 17, 1942, the War Damage Corpora- 
tion amended this provision in the policy to permit cancellation or 
reduction of insurance where the insured’s insurable interest has been 
extinguished or reduced by reason of fire, windstorm or other peril. 
Beyond this, the insured may not cancel his policy for any other reason, 
and expect to obtain a return of unearned premium. This is about the 
only property insurance policy issued, with the exception of marine 
insurance, where the insured has no right to cancel his policy for any 
reason best known to himself, and have the right to recover the same 
portion of the premium paid. 

A serious question may arise in the future as to whether the insured 
has any right to cancel his policy and demand a return of unearned 
premium should the war terminate before the date of termination in 
the policy. 
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PREMIUMS 


Premiums must be paid in advance for this policy by the insured. 
This is a forward movement in the sale of property insurance. If 
insurers got together and demanded premiums in advance, a great many 
problems of the insurers would be eliminated. It is even possible that 
rates would come down, because administration expenses would decrease. 
If premiums are demanded in advance, a great deal of discrimination 
in the sale of insurance will be eliminated. These discriminations are 
practiced daily in the giving of credit to the insured for premium 
payments, for varying periods, and are countenanced by the various 
insurance departments under the guise of accepted business practice. 


SIMILARITY TO FrrE PoLicy 

The war damage policy is an indemnity policy. It is practically a 
copy of the standard fire insurance policy used in New York after 1918. 
About one-fourth of the text of the fire policy has been eliminated, 
because the deleted provisions did not apply to this type of risk covering 
war damage. The portion of the fire policy accepted is almost taken 
verbatim. 

The invasion, sole ownership, leased ground, foreclosure, alienation, 
increase of hazard, repair, explosives, factory, vacancy, explosion, chattel 
mortgage and the fall of building clauses in the fire policy are not used 
in the war damage policy. They do not apply. 

The description and location clauses in this policy are similar to 
those in the fire policy, and should be construed in the light of present 
decisions on these clauses. It is of the utmost importance to the insured 
that the applicant in his application correctly describe and properly 
locate the property to be insured. Otherwise, he may have difficulty in 
recovering under the terms of the war damage policy. 

The cash value, ordinance of municipality and concealment or fraud 
clauses of the war damage policy are almost identical with similar 
clauses in the fire policy. 

EXCLUSIONS 


The war damage policy will not cover loss due to blackout, burglary, 
robbery, theft, larceny, pillage or looting, sabotage, vandalism or mali- 
cious mischief, or loss due to the neglect of the insured to use all 
reasonable means to save and preserve the property after damage result- 
ing from the perils therein covered. Since losses due to blackout may 
involve robbery, theft or larceny, and since the exclusions may be 
covered under other forms of insurance there can be no serious quarrel 
with this clause. 

The cancellation clause as it relates to the insurer, notice of loss, 
inventory, proof of loss, plans and specifications, exhibiting remains, 
examination under oath, appraisal, insurer’s options, payment of loss, 
suit, subrogation and waiver clauses are very similar to the like clauses 


appearing in the fire insurance policy. 
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OTHER INSURANCE 


There is an “other insurance” clause in the war damage policy very 
dissimilar to the one found in the fire policy. Under the clause in the 
war damage policy, if the insured has other war damage insurance with 
other carriers, covering the same hazard and risk, the war damage 
policy shall be considered as excess insurance in the event of loss. Under 
the regulations, the same party covering the same hazard may not have 
more than one policy issued to him by the War Damage Corporation. 


APpPLICATION—REGULATIONS 


The War Damage Corporation will not issue a policy unless the 
insured first makes a written application for same, and submits it 
together with the premium. The application signed by the insured 
covers information relative to the interest of the insured and the nature 
of the property to be covered. The policy is issued with the application 
attached, and is subject to the rules and regulations laid down by the 
War Damage Corporation. 

As these policies are issued by the fiduciary agents of the War Damage 
Corporation, there can be no doubt that the policy provisions will be con- 
strued according to the law of the state in which the policy is delivered. 

Most of the states have statutes making the application for insurance, 
the regulations and by-laws of the insurer inadmissible in evidence in 
the event of suit against the insurer, if such application, by-laws or 
regulations are not made a part of the policy, and attached to it. These 
statutes produce a uniform rule of procedure applying to all insurers 
incorporated in the state where the statute is passed, as well as to all 
other insurers issuing policies in that state. 

There can be no doubt that if suit is brought on the policy the 
insured will be bound by statements made by him in his application if 
it is attached to the policy, and made part of it. Under no principle 
of law, however, can the insurer invoke its rules and regulations when 
the application, rules or regulations are not made a part of the policy, 
in defense to claims under the policy made by the insured. Of course 
the War Damage Corporation will also want to take advantage of rules 
and regulations that it may desire to invoke after policies are issued. 

With so many principles of insurance law already decided by the 
courts, the War Damage Corporation through insisting on the rules 
and regulations being made a part of the conditions of its policies, will 
raise more controversial questions. It will then find itself placed in the 
same category as other governmental agencies, that operate as corpora- 
tions. The courts have treated such governmental agencies that are 
incorporated as private corporations doing business in states, instead of 
permitting them to invoke the laws that safeguard sovereigns. 


MorTGAGEE CLAUSE 


For a great many years the “loss payable” clause in the fire insurance 
policy as affecting mortgagees was a source of great concern and annoy- 
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ance to banks, fiduciaries and mortgage companies. They were not 
fully protected under this clause, and their rights were warped in a 
mass of conflicting judicial decisions. 

Since the “loss payable” clause constitutes an anticipatory assignment 
of the contract by the insured to the lien-holder or mortgagee, the 
rights of the mortgagee under the “loss payable” clause are not superior 
to the rights of the mortgagor-insured, and any defense that the insurer 
may invoke against the mortgagor-insured can be invoked against the 
mortgagee-insured. Any breach of condition on the part of the mort- 
gagor would avoid the policy as to the mortgagee under this clause. 
If the insured burnt down his property, changed his title or interest or 
breached the other conditions of the fire policy, this defense could be 
invoked by the insurer against the mortgagee. 

To give the mortgagee-insured adequate protection and to eliminate 
the dissatisfaction on the part of mortgagees who, after all, constitute 
a very lucrative source of business for insurance, the Standard or Union 
Mortgage Clause was devised. This clause eliminated considerable diffi- 
culty to the mortgagee and has been successfully used for a great 
many years. 

As early as 1886, the New York courts decided that the Standard 
or Union Mortgage Clause was the creation of a separate contract of 
insurance as far as the mortgagee was concerned, by which the mortgagee 
would remain unaffected by any act of the mortgagor and that the 
rights of the mortgagee were to be determined within the four corners 
of the Union Mortgage Clause. This gave the mortgagee certain assur- 
ances that he was to be covered despite the dereliction of the owner 
of the property in breaching the terms of the policy contract. Of course, 
if the mortgagee contributed to or knew that the owner was breaching the 
contract of fire insurance, the mortgagee would be bound by such notice. 

The Union Mortgage Clause protects the mortgagee against the acts, 
misrepresentations or omissions of the owner prior to or subsequent to 
the issuance of the policy, of which the mortgagee has no knowledge. 

All the work of the experts in this field, ail the decisions of the 
courts in clearing up a bad situation has been undone by those drafting 
the war damage policy, despite the fact that they virtually adopted 
the standard fire insurance policy, insofar as it relates to war damage 
insurance. 

Under the regulations of the War Damage Corporation there is no 
Union Mortgage Clause. Mortgagees may only be insured under the 
“loss payable” clause. 

The war damage policy has the following provisions relative to 


mortgagees : 
106 If the application provides that 
107 loss hereunder shall be payable 
108 in whole or in part to a payee 


109 other than the insured, and the insured fails to render proof 
110 of loss within the time required by this policy, such payee 
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111 shall, upon notice, as named as the insured herein, render 
112 proof of loss as herein specified within 60 days thereafter, 
113 and shall be subject to the provisions hereof as to examina- 
114 tion under oath, appraisal, time of payment and bringing suit. 


The old questions that plagued the mortgagee and the courts for 
many years will again be reopened. Now again, the mortgagee will 
not recover in the event of loss if the owner breaches the conditions of 
the policy under the “loss payable” clause. 

It is now incumbent on the mortgagee if he wants to be sure of 
proper protection, to insure in his own name, in order to overcome 
errors, carelessness and derelictions of the owner. This practically forces 
both owner and mortgagee each to insure and take out separate policies 
covering the same subject matter. This is against good insurance practice. 

Since the War Damage Corporation took over almost ali the provi- 
sions of the standard fire insurance policy, it could easily have added 
the Union Mortgage Clause in its policy, and thus eliminate all the 
vexatious questions that have plagued mortgagees for years. Certainly 
there cannot be any complaint about the paper work entailed, for all 
know that there are more operations in obtaining war damage insurance 
than would be countenanced by the insurance fraternity in the operation 
of any of its property insurance business. 


ADJUSTMENT OF Loss 


The regulations of the War Damage Corporation fixed the following 
manner for adjusting and paying losses under the policy: 

After loss, the insured shall give immediate notice of it to the fiduciary 
agent of the War Damage Corporation. The fiduciary agent is an 
insurer authorized to issue policies of this type. This notice may be 
given by the insured, his agent or broker who handled this item of 
business for him or, in the event of the decease of the insured, since 
the policy was issued, by his personal representative. A copy of the 
notice must also be sent to a claims service office of the War Damage 
Corporation. Many such offices are established throughout the United 
States and its possessions. 

The notice of loss must contain the following information: name 
and address of the fiduciary agent, policy number, amount of coverage, 
date of policy, name and address of the insured, location and description 
of the damaged property, name of the loss payee, if any, an estimate of 
loss or damage, date of loss, cause of loss, and other pertinent informa- 
tion that may aid the insurer in determining its liability. 

Upon receipt of this information, the claims service office must refer 
it to its adjuster. If the adjuster encounters difficulty in the adjustment 
of the loss, a non-waiver agreement is to be entered into between the 
insured and the claims service office. 

If an adjustment can be made, the proof of loss shall then be sent 
to the claims service office for checking, and if found in order shall 
then be sent to the fiduciary agent of the insurer. The fiduciary agent 
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shall then confirm all the facts covering the policy and the adjustment 
and, if satisfactory, the fiduciary agent shall then certify same and 
send them to a Federal Reserve Bank branch for payment. The Federal 
Reserve Bank acts as custodian of the funds of the War Damage 
Corporation. 

All expenses incident to the adjustment shall also be certified and 
sent to the Federal Reserve Bank branch for payment. 


State INSURANCE 


Very often it has been thought that the issuance of war damage 
insurance by the government will be a wedge for more so-called state 
insurance, or insurance issued by the government or the states. 

While it is unfortunate that insurance carriers, either because of 
lack of imagination or foresight, did not take advantage of their oppor- 
tunities in putting out this type of policy, thus causing the government 
to enter into this lucrative field, there is really no cause for alarm that 
government will go into the insurance business. 

It must be borne in mind that were it not for the offices of insurance 
companies, their advertising, their help and efforts to put over this 
project from the sales angle, this idea of war damage insurance under- 
written by the government would and could not have been the successful 
business venture that it proved to be. If the government alone had 
handled the sales end, it would have been sold sporadically, and the 
public, especially in the inland districts, might have accepted this type 
of insurance with apathy. Insurance carriers sold this coverage for the 
government, with marked enthusiasm, using their entire organizations 
for this purpose. The amount they realized for themselves for doing 
this work, in most instances, did not compensate them for the expense 
entailed. It was done purely as a patriotic duty. 

While up to the present time no losses have been sustained, it is a 
grave question whether much of this type of coverage will be renewed 
at the end of the policy year. There have been rumors that the War 
Damage Corporation may automatically renew these policies for another 
year without the payment of additional premiums. Such rumors should 
be accepted with great caution. 


Abe J. Goldin is a member of the Philadelphia 
bar, specializing in insurance law. He is author of 
“The Law of Insurance in Pennsylvania” and “Prin- 
ciples of the New York Standard Fire Insurance 
Policy.” He is also a contributor to insurance jour- 
nals and law magazines on topics of insurance law 
and a lecturer on insurance subjects. 














INSURANCE COVERAGE FOR WAR PROJECTS 


By Lester F. Becx 


The year 1941 found the country feverishly trying to overcome the 
tremendous lead of the Axis powers both in trained manpower and 
industrial war facilities and production. It was a year of great expan- 
sion in production facilities and conversion of existing manufacturing 
plants to war production. Neither the insurance industry nor the 
government had an “M-Day Plan” for insurance such as had been 
prepared in other countries and which should have been prepared in 
this country for such an emergency. Consequently, the government 
agencies concerned with war procurement and production early in 1941 
were groping for a solution of their insurance problems. Men whose 
jobs were to construct facilities could not be expected to give the time 
necessary for solution of such insurance problems. No one realized at 
that time how extensive would be the war program and what a tre- 
mendous volume of premiums would be chargeable on war projects. 


I. Casuatty INSURANCE 


A. When the Comprehensive Insurance Rating Plan for National 
Defense Projects, since Pearl Harbor rechristened the War Projects 
Insurance Rating Plan, was.announced, many insurance companies were 
skeptical of its soundness and wary of its use. The close of the year 
1942 found companies generally accepting the Plan. Manual compensa- 
tion rates developed on smaller payrolls for peace time operations 
produced ample ceilings under the Rating Plan for losses. The ratios 
of incurred losses to earned standard premium on war projects on the 
whole were phenomenally low. 

The response of State supervisory authorities, companies, agents and 
brokers to the challenge for service in the war effort has generally been 
gratifying and excellent. There have been, however, those few juris- 
dictions, companies, brokers or agents who have been inclined to insist 
on “business as usual” and strict compliance with procedure geared to 
peace times. Premium volumes in compensation, fire and marine insur- 
ance lines showed a substantial increase in 1942. Outstanding has been 
the service of some of the companies in helping to find safer methods in 
building ships and of producing explosives and loading components, 
cartridges and shells. Insurance company engineering departments have 
produced many refinements which have resulted not only in safer opera- 
tions but in increased production. Low loss ratios indicate that the 
combination of patriotic endeavor and cooperation of the insured and 
his employees, the insurer and the government in increased efforts 
toward better safety and health measures and first-aid treatment has 
been successful beyond the fondest hopes. 
(76) 
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Specifically, greater emphasis has been put upon first-aid care and 
preventative measures by the military services. The Army Ordnance 
Department, finding apathetical interest in first-aid, spent four months 
in research and in collaboration with the Office of the Surgeon General, 
the Industrial Hygiene Division of the National Public Health Service 
and the medical departments of two explosives manufacturers and two 
insurance companies, produced a “Medical-Hospital Plan for New 
Ordnance Facilities.” This Plan combined instructions for division of 
first-aid and medical cost under the Rating Plan and a standard of 
first-aid medical care. Such standard of medical care included recom- 
mendations for preventative measures, tests and frequency intervals of 
examination for occupational diseases, and standards for treatment of 
non-occupational cases in order to keep lost-time at a minimum. This 
guide was apparently welcomed by the staffs of such ordnance plants 
as well as by the insurance industry. 

At the same time, standard floor plan layouts for such first-aid 
hospitals were announced. These had been developed by the Hospital 
Design Section of the Army Engineers with the collaboration of the 
aforementioned agencies and medical departments. They provided for 
separation of the functions of pre-employment or pre-placement and 
periodical medical examinations and of first-aid care, no prolonged 
treatment or hospitalization, however, being contemplated. This separa- 
tion of functions was very important because of the findings in such 
research that, unless a separation was established, the examination 
functions invariably interfered with the rendering of first-aid care. 
Facilities were not to be erected until a thorough survey of the com- 
munity first-aid accommodations developed information necessary to 
determine the size and kind of first-aid facilities required at the project. 
Depending on the size of the station, laboratory, first-aid treatment, 
operating, sterilization and scrub-up, X-ray and dark rooms were pro- 
vided. These facilities, and expendable supplies, were to be provided 
by the employer without the cost thereof being shared with the insurer. 

Under the Rating Plan, division of the contract medical cost pre- 
sented a problem. It was generally provided that the employer should 
hire and pay the medical personnel, but that monthly the insurer should 
be billed for a percentage of the salaries of doctors, nurses and laboratory 
technicians. Under certain circumstances the reverse of this situation 
was permitted. Such percentage of salaries was arbitrarily fixed at 2/3 
on construction and shipbuilding projects, 44 on manufacturing, other 
than explosives projects, and 1/3 on explosives projects. Upon final 
adjustment of the premium under the Plan, however, the amount of 
medical cost paid was to be adjusted so as not to exceed 1214% of 
standard premium for manufacturing risks other than explosives, 10% 
for construction and shipbuilding risks and 7% for explosives risks. 
At this writing, there appears to be some differences of opinion among 
the several government agencies as to the proper basis for such arbitrary 
division, but the majority favored the foregoing. 
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In general, better nutrition, emphasis on better health through pre- 
ventative measures and an all-out effort to keep absenteeism and lost- 
time to a minimum constituted an important part of this program. 
The underwriters, reported the Eastern Underwriter last July, recog- 
nized the important part that this medical program has played in 
keeping the loss ratios at a satisfactory figure. The Navy has adapted 
this Medical-Hospital plan to its uses. 

A further development during 1942 was that of a new and standard 
form of Insurance Service Agreement announced by the several govern- 
ment agencies using the Rating Plan as effective September 1, 1942. 
The agencies now using the Plan are the Maritime Commission, Defense 
Plant Corporation, National Public Housing Authority and Federal 
Works Agency as well as the War and Navy Departments. This revision 
clarified certain ambiguities previously existing and applied the fee 
percentages to 50% of the standard premium instead of 90%, thus 
using the actual billed standard premium as a basis for determining 
advisers’ fees. The rate of fee applying to standard premiums, under 
the War Department Insurance Rating Plan, was reduced with respect 
to premiums over $100,000. The Navy Department, on the other hand, 
eliminated the lower percentage of 144 of 1% for premiums over 
$1,000,000, thereby limiting its reduction in fee to that resulting from 
changing the basis from 90% to 50% as described above. The agencies 
removed from the Agreement any responsibility for supervision of 
claims, which supervision in the final instance would be provided by 
the agency’s insurance division, and consequently effected such a reduc- 
tion in fees. Further, it was becoming increasingly difficult to justify 
the fees which were being earned on projects developing standard pre- 
mium in excess of $1,000,000, of which there were quite a number. 

Early in 1942, the War Department commenced using a form of 
contract known as the Architect-Engineer-Manager contract under 
which the architect-engineer was to act as a negotiator of numerous 
fixed price prime contracts for the completion of a construction project. 
If insurance was secured by each of such contractors in the usual way, 
there would have been a multiplicity of insurance company representa- 
tives necessary to service each contractor performing work at such 
project. This would have been wasting manpower as well as increasing 
the plant security problem. Without any particular plan, the War 
Department Supply Services collaborated in suggesting that one insur- 
ance company service all contractors at the project. The Navy Depart- 
ment, in announcing use of the War Projects Insurance Rating Plan 
for all Navy projects, on September 1, 1942, included in its instructions 
authority to include fixed price subcontractors performing work at the 
project site under the prime contractor’s policies. These two announce- 
ments created a need for special endorsements which have now been 
approved for use in preparing policies for collateral fixed price 
contractors under A-E-M contracts and fixed price subcontractors of 
cost-plus-a-fixed-fee prime contractors. 
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It was found by the Navy Department that contractors producing 
explosives under fixed price contracts were including in their cost a 
contingent factor varying from 214% to 40% of the contract price. 
Permission was therefore sought and received from the Joint Rating 
Committee to negotiate such fixed price explosives contracts on an 
ex-insurance basis (casualty insurance) and apply the Rating Plan to 
such projects. 

The all-out war effort has brought thousands of manufacturing plants, 
representing every type of industry, into war work. Many of these 
plants operate entirely under one or more cost-plus-a-fixed-fee contracts ; 
others, however, operate entirely under fixed price contracts and still 
others are performing work under both types of contracts concurrently. 
The original promulgation of the Rating Plan would have barred use 
of the Plan under strict application of the single and multiple enterprise 
rules. Careful study revealed that in certain types of cases the Plan 
could be made applicable without prejudice to the interest of the parties 
involved and without appreciable increase in the expense of admin- 
istration and auditing under the Plan. Rules have therefore been 
promulgated by the Joint Rating Committee with the cooperation of 
the government agencies for the application of the Rating Plan to 
contractors having multiple contract situations. 

The difficulties encountered in preliminary and final audits in assign- 
ing the payroll of labor not otherwise classified and the increasing loss 
of auditors to make such audits has impelled the development of a 
standard procedure for average rating with respect to both construction 
and operating projects. The results of the application of this rule have 
been gratifying to the agencies as well as the insurance companies. 

B. Ship Repairers’ Legal Liability Insurance was found to be 
inadequate to meet the variety of needs of the small as well as large 
repair yards. In order to be perpared for repair jobs, yards had been 
accustomed to maintaining a policy for which an annual premium was 
paid. If no repair jobs were done, no source was available from which 
to recoup this premium expense. Further, the coverage afforded in the 
domestic market was more restrictive than that available in foreign 
markets. As the year drew to a close, the Marine Insurance industry 
had agreed in principle to furnish this insurance on a reporting basis, 
with premiums being based on a tonnage per diem charge for smaller 
vessels and a dollar valuation charge for larger vessels. The ‘insured 
was to be required to report the exposure long enough after the ship had 
been repaired and had departed so as to comply with security measures. 

The War and Navy Departments and the Maritime Commission have 
developed a uniform ship repair contract (time and material basis) 
which requires repairers to maintain $300,000 of Ship Repairers’ Legal 
Liability insurance. Marine insurance companies are proposing to form 
a syndicate for underwriting this coverage. The government assumes 
the risk of loss of or damage to vessels from causes beyond the control 
of the repairer and from all causes if, and to the extent that, such 
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loss or damage exceeds $300,000. A new policy form is being developed 
to afford a standard coverage on a more liberal basis than previously 
existed in the domestic market. 

C. A new Collision Liability and Protection and Indemnity Liabili- 
ties (Navy Form-Syndicate) policy has been developed by the Navy 
Department and the American Marine Insurance Syndicate for Insur- 
ance of Builder’s Risks to provide liability coverages for shipbuilders. 
This affords coverage for the full value of the vessel, but not in excess 
of $2,500,000, commencing with the launching, whether premature or 
intended, and continuing until preliminary acceptance by the govern- 
ment. Forms for attachment to standard hull policies have been prepared 
by the Navy Department for the use of individual companies. The 
policy covers specifically the launching and movements about the builder’s 
yard while fitting out but also automatically covers trial trips and trips 
of delivery, if required. Although the policy form was drafted so as 
to be usable by any government agency, at the time of writing no 
decision to use the coverage had been reached by other agencies. 

Due to war conditions, trial trips were frequently abandoned in favor 
of dock trials and the government often ‘took delivery of the vessel at 
the contractor’s yard. It was, therefore, very much to the assureds’ 
advantage to secure a policy under which they paid for that risk only 
to which the builder was exposed. 


II. Property INsuRANCE 


A. Both the Navy and War Departments decided not to require War 
Damage insurance on government-owned property in contractors’ custody 
or control. Some few insurance companies offered to insure war damage 
risks before the government set up a fund out of which to pay war 
losses. However, after the War Damage Corporation commenced func- 
tioning, it was practically the only source for this insurance. 

B. The practice of non-insurance of government-owned property was 
extended to government-furnished materials and to all materials, sub- 
assemblies and completed products title to which had been acquired by 
the government, provided such property was in the custody of a prime 
contractor or his cost-plus-a-fixed-fee subcontractor and was segregated 
from contractor’s own property. The Navy Department generally prefers 
not to disturb a subcontractor’s property insurance arrangements unless 
such non-insurance is effected under a contract not too limited in dura- 
tion and with the unqualified consent of such subcontractor and the 
subcontractor at a given plant is doing exclusively government work. 
Government-owned property when commingled with that of a contractor 
is generally insured as a common mass under blanket insurance. The 
armed services are willing, however, to accept a pro rata responsibility 
as to the war damage risks. 

Problems arising in this property insurance field have probably been 
the most difficult with which administrators of insurance programs for 
government agencies have been concerned. It was found less easy to 
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apply a uniform program for this insurance particularly with reference 
to raw materials and work in process, than for casualty insurance. A 
contractor frequently was found to be producing under fixed price as 
well as cost-plus-a-fixed-fee contracts, often for several government 
agencies as well as for some of our allies, and likewise producing spare 
parts for his own peace time products. It was often impossible, under 
mass production methods, to determine for which buyer a given article 
in the manufacturing process was being made. It has, therefore, been 
necessary to consider each manufacturer’s problems separately. 

C. During World War I, the Emergency Fleet Corporation, a govern- 
ment agency, at its Hog Island Yard, decided to self-insure both its 
shipbuilding risks and the risk of damage to or destruction of ship- 
building facilities. It, therefore, set up a Marine Builder’s Risk Insur- 
ance Fund and a Facilities Fire Insurance Fund. The Builder’s Risk 
Fund, operating for a period commencing in January, 1918, to early 
1922, showed premiums collected, at commercial rates, of $17,366,075.68 
and losses paid of $1,732,627.81, a paid loss ratio of approximately 
10%. The Fire Fund, operating from January, 1918, to September, 
1921, collected premiums, at commercial rates, totaling $1,881,029.05 
and paid losses of $277,919.05, a loss ratio of approximately 15%. 
The Corporation by self-insuring saved for the government at this one 
location $17,238,557.97. 

Compare such 10% loss ratio for shipbuilding with the experience 
of the American Marine Insurance Syndicate for Insurance of Builder’s 
Risk, which embraces about 50 participating companies and is the major 
insurer of ships building for the Navy in contractor-owned or operated 
shipyards. Commencing operations early in 1936, it experienced, for 
the period of approximately six years ending December 15, 1942, a pure 
loss ratio of about 6% of total premiums collected. Allowance must 
be made, however, for possible losses as respects those vessels not yet 
delivered to the Navy, the premiums for which are represented in 
such total. 

In February, 1941, the Maritime Commission, following a study of 
the experience of the Emergency Fleet Corporation and of the Marine 
Insurance market for builder’s risk, decided to require no builder’s risk 
insurance with respect to its Liberty Ship program which was on a 
cost-plus-a-fixed-fee basis. 

In June, 1942, the Navy, Department decided to modify its require- 
ments as to Builder’s Risk insurance for its five ocean Navy program. 
In order that its program would not fall too harshly upon the insurance 
industry, it did not order immediate cancelation with the attendant 
difficulties of return of premium and cancelation of policies. Instead 
it decided to permit insurance placed on vessels whose yard construction 
was commenced or keels were laid prior to October 1, 1942, to continue 
in force until the vessels were delivered to the Navy. This procedure 
results in a gradual running off of the coverage because of the varying 
lengths of time needed for constructing different types of ships and the 
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spread of keel-laying dates over the years prior to October, 1942. In 
lieu of such full Builder’s Risk insurance, and maintaining its principle 
of utilizing the services of insurance companies for handling risks 
involving third party claims, the Navy Department required contractors 
to carry, in respect of vessels whose yard construction was commenced 
or keels were laid on or after October 1, 1942, Collision and Liability 
and Protection and Indemnity Liabilities insurance to an amount equal 
(i) to the contract or estimated price of the vessel plus the estimated 
value of materials furnished by the government for incorporation therein 
by the contractor or (ii) to $2,500,000, whichever was less. 

This change called for the preparation of a new policy form and a 
new basis of rating. The coverage commences when the vessel starts 
down the ways or is launched, whether intended or premature, and 
continues until the vessel is delivered to the government. A premium 
is charged only for the first hazard, that of launching and movements 
abot; contractor’s yards while fitting out, but automatic coverage is 
afforded for trial trips and trips of delivery not in excess of 50 nautical 
nfile: from the contractor’s yards. The assured is required to advise the 
underwriters when the launching, the first trial trip or a trip of delivery 
has taken place. If the delivery trip is in excess of 50 nautical miles, 
it is held covered but at a rate to be fixed upon application. This basis 
affords the most flexibility for present conditions when only dock trials 
may be required and when the government may take delivery of the 
vessel at the contractor’s yards. In place of rates of approximately 
$2.50 per hundred dollars of value for battleships and rates correspond- 
ingly lower for ships of lesser completed value, the Collision and Pro- 
tection and Indemnity liabilities rates range from 214c% for launching 
of non-self-propelled vessels and 3c% for launching of self-propelled 
vessels to 5c% for trial trips and 244c% for delivery up to 50 nautical 
miles from the contractors yard. 

It is interesting to note that there has never been an adequate market 
for builder’s risk insurance on high-valued ships. Although coverage 
was limited to $6,000,000 on battleships and aircraft carriers and down 
to $1,000,000 on destroyers and submarines, because of the small amount 
of insurance to value, the builders were forced to pay a premium very 
nearly approximating the premium for full coverage cost had such 
coverage been available. 

Prior to elimination of the property insurance coverage, the Navy 
had previously reduced its requirement for insurance on the smaller 
vessels to 20% of the completed value. This necessitated holding the 
contractor harmless to the extent that any loss or damage to the vessels 
exceeded the amount of the insurance. In the new program this prin- 
ciple was extended to holding the contractor harmless for those risks 
of loss of or damage to government-owned property and vessels which 
would have been covered under the Builder’s Risk Insurance (Navy 
Form-Syndicate) Policy, with rider to Free of Capture and Seizure 
Clause attached, and under the War Damage Corporation’s policy. The 
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Navy Department has made no distinction, as respects this insurance 
program, between vessels building under cost-plus-a-fixed-fee contracts 
and those building under fixed price contracts. Under both contracts 
the government takes title to the component and raw materials upon 
delivery at the contractor’s shipyard and hence to the vessel, irrespective 
of payment. It agrees that in event cf loss and abandonment of the 
vessel the contractor will be paid whatever costs he has incurred and 
profits or fixed fee based upon the percentage of completion. If the 
damage is to be repaired, such cost will be added to the contract or 
estimated price. 

D. Both the Army and the Navy have assumed the risks of loss or 
damage to aircraft while on test flights. Depending on the physical 
and contract conditions, the contractor may or may not carry blanket 
insurance covering raw materials and work in process. When, however, 
a completed aircraft is ready to be taken out for tests and is allocated 
to a particular contract, the government takes title to the aircraft and 
from that point assumes the property risk. The government must pass 
on the qualifications of the test pilot before he can take off. Third 
party liability insurance covering during test flights has been retained. 


III. Loss PREVENTION SERVICE 


The government agencies fully appreciate the loss prevention service 
which the insurance companies have been performing. It has been their 
intent throughout to retain such service wherever possible. Thus, in 
March, 1942, the Army Ordnance Department announced a Boiler 
Inspection Service Agreement, under which inspection service was to 
be rendered, without indemnity for losses, upon the request of the 
contractor entering into such agreement. Many of these agreements are 
now in force. The boiler insurance companies have continued to afford 
their high-grade inspections under such agreements. 

As early as September, 1939, the National Board of Fire Under- 
writers, anticipating that its services would soon be needed, by means 
of a resolution, offered to place its services, resources and facilities at 
the disposal of the government. Technical advisers have been loaned 
to the government under one dollar a year contracts, to meet legal 
technicalities, and are now operating in the Office of the Quartermaster 
General, the Bureau of Yards and Docks of the Navy Department and 
the Coast Guard. A consultant has also been assigned to the Office of 
Civilian Defense. Fire prevention engineering and consultative service 
on water supply systems and building construction has thus been made 
available to the government. 

Also through the National Bureau of Plant Protection, established 
with national headquarters in Washington by stock and mutual com- 
panies and reciprocal exchanges covering the fields of fire, casualty and 
boiler insurance, the reports of inspections of plants countrywide are 
made available to the government and provide a valuable source of 
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information on the fire protection facilities of plants engaged in war 
production. 

Recently, under the sponsorship of the War Department, in northern 
Ohio and Indiana two groups of insurance company agents and inspectors 
and brokers have been organized on a basis of giving one day a week 
to inspect, each in his particular territory, plants engaged in war pro- 
duction. These voluntary inspectors have already made a real contribu- 
tion to plant protection. It is hoped that many such groups will be 
organized about the country to relieve the load upon transportation 
facilities and upon the Army and Navy’s own inspection forces. 

In wartime the problem of fire protection of vital facilities is wide- 
spread, including piers, wharves and connected water front properties, 
where the production of industry accumulates fcr shipment, as well as 
plants manufacturing ordnance and building ihips. It involves the 
investigation of processes of manufacture to eliminate those likely to 
cause fire or explosion. In addition to those in the insurance industry 
doing fire prevention and protection work, the War Department, in the 
office of the Provost Marshal General, has a plant protection inspectorate 
of over 700 men under the able direction of Colonel A. D. Glassford, 
and of Lt. Colonel Carl G. Richmond whose background of twenty-odd 
years in fire prevention work well qualifies him for this assignment. 
This office has the responsibility of fire protection service for in excess 
of 12,000 plants producing for both the Army and the Navy. The 
Army Air Force also has a fire protection force. To provide security 
inspections for those establishments producing for the Navy which were 
not assigned to the War Department Internal Security force, the Navy, 
under the Office of Vice Chief of Naval Operations, organized in each 
Naval District a District Security Office. In each District is a Security 
Officer with a staff of men built around a nucleus of experienced fire 
protection men. The National Board of Fire Underwriters has recently 
collaborated with the Navy Department in producing a manual for 
inspection of shipyards, ordnance plants and kindred manufacturing 
institutions. 

The Navy Department and the Maritime Commission in 1942 col- 
laborated in retaining Dr. Philip Drinker, Professor of Industrial 
Hygiene at the Harvard School of Public Health, and John Roche, of 
the National Safety Council, to make a survey of health and safety 
conditions in shipyards. Based upon their reports, minimum standards 
of health and safety were proposed and discussed at a conference in 
Chicago in December, attended by representatives of management and 
labor and medical directors and safety engineers from shipyards all 
over the country. As a result of such conference, a booklet has now 
been published and may be secured from the Maritime Commission, 
entitled “Minimum Standards for Health and Safety in Shipyards.” 
Dr. Drinker and Mr. Roche have been retained as consultants to direct 
this program. John Wolff, well known on the Pacific Coast for his 
successful teaching of safety along with teaching the trades, has also 
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been retained by the Maritime Commission. The Navy Department has 
delegated the supervision of health and safety in shipyards, building 
ships for the Navy, to the Maritime Commission. Mr. Daniel S. Ring, 
Director of Labor Relations for the Commission, supervises this effort. 

Thus far, there have been few serious fires in war plants. The work 
of these groups is bearing fruit. Those fires which have occurred have 
fortunately not interfered greatly with production. Efforts, however, 
should be redoubled by all of us to prevent the occurrence of fires so 
costly to the economy and war effort of the country. 


IV. Contract Bonps 


Under an arrangement whereby contracting officers were given dis- 
cretionary authority as respects requiring performance bonds, but that 
payment bonds covering labor and materials were to be required in all 
cases in amounts equal to 50 percent of the price under contracts of 
$1,000,000 or less, 40 percent for contracts of $1,000,000 but not 
exceeding $5,000,000, and $2,500,000 for contracts over $5,000,000, the 
War Department secured lower rates for contract bonds for the duration 
of the emergency. Under this arrangement, both the companies’ net 
premiums and the producers’ commissions were substantially reduced. 
Since the greater part of its construction program was being accom- 
plished under cost-plus-fixed-fee contracts, the Navy Department found 
no need to require payment bonds; the requirement of performance 
bonds of fixed price contractors being discretionary with the contracting 
or purchasing officer. 


V. Securiry or Vitat INFORMATION 


Insurance transactions as a source of vital war information com- 
manded the attention of the government agencies and, at their insistence, 
of the insurance industry during 1942. A desire to eliminate the trans- 
mission outside the country of information which might aid the enemy 
and, at the same time, to keep available the facilities of the British 
insurance market prompted the establishment in New York City of the 
British Insurance Communications Office, commonly referred to as BICO. 

Various government agencies issued bulletins to their staffs, gov- 
ernment contractors, and the insurance industry emphasizing the 
importance of safeguarding vital information in the possession of any 
person incident to an insurance transaction. The insurance industry 
has been too certain that its methods were information-proof. Not only 
should an insurance organization know that its employees handling such 
vital information are citizens and loyal to the country’s cause, but it 
should require proof thereof by each such employee. Further, it should 
institute measures and procedures to make secure its records against 
leakage of vital information. Such measwres entail limiting access 
thereto to a limited number of trusted employees and providing vault 
facilities. for storage of such records. The need for such care cannot 
be over-emphasized. 














86 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


VI. SumMMARY 


In retrospect, the year 1942 saw new war construction reach its peak 
and production of war materials get substantially under way. The 
insurance programs of the war agencies had been fairly well crystallized. 
New problems in the use of the War Projects Insurance Rating Plan 
were constantly being presented and being solved by the Joint Rating 
Committee and the government agencies. A clear-cut program of insur- 
ance for shipbuilders and ship repairers had been worked out. Strong 
emphasis was being placed by the war agencies upon preventative 
measures to keep fire losses, accidents, disease and lost-time and absen- 
teeism at a minimum. The costs of insurance and of the results of a 
program of non-insurance of government-owned property in the care 
or custody of contractors were being kept at a reasonable figure so 
that the insurance industry as a whole could point with pride to its 
contribution to the war effort. 

A critical analysis of such contribution, however, evidenced need for 
greater initiative on the part of the industry to meet the insurance 
requirements of the government and its: contractors, if it is deemed 
desirable to keep insurance in commercial channels; for a more enlight- 
ened public relations program to tell the story of its service, and the 
cost thereof, to the country and to apprise both the people and their 
representatives in government of the importance of insurance in the 
country’s economic structure; and for a realization by producers that 
theirs is not a vested interest, theirs by reason of agency representation 
rather than by the rendering of intelligent and adequate service, and 
that the principle of a commission scale varying according to the volume 
of business applies with equal force to the insurance business. 

The experience of the past two and one-half years emphasizes the 
need of cooperative planning by the insurance industry and the govern- 
ment of an insurance program to be applied during an emergency when 
vast sums of money are spent by the government in construction and 
procurement. It is hoped that out of the experiences of the war agencies 
will emerge a plan of action and a manual of procedure which will help 
to avoid the confusion and mistakes which usually result from lack of 
planning. There should also be an increased awareness on the part of 
the industry as well as the government of the importance of insurance 
in international trade and its value, other than economic, to this country 
particularly in times of stress. 
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PRESIDENT’S REPORT TO THE MEMBERS 


It was a matter of considerable regret to me, as I feel sure it was 
to each of you, that the war situation necessitated the cancelling of the 
annual meeting. It is hoped that the publication of this Journal in 
lieu of the customary Proceedings will help to retain our mutual inter- 
ests until such time as something approaching normal operations may 
be resumed. To each of you I send greetings and best wishes. 

The war’s dislocations present challenges as well as difficulties. Early 
in 1942 the officers of the Association turned their attention to possible 
ways and means by which the Association might contribute to the war 
effort. After surveying the situation, it was decided that the field of 
National Service Life Insurance probably offered the best possibilities 
of service. Further study of the insurance problems of servicemen sub- 
stantiated this conclusion. Then followed a series of conferences with 
Army officers administering National Service Life Insurance, which 
finally culminated in the decision to transmit the Recommendations 
included herewith to the War Department. I very much regret that 
it was not possible to have a discussion of the Recommendations by all 
the members of the Association. They were read and concurred in by 
the members of the Executive Committee. 


RECOMMENDATIONS 
ON 
Nationa Service Lire INsuRANCE 
SUBMITTED 
TO 
Tue Wark DEPARTMENT 


Correspondents at the active theaters of this war increasingly are 
emphasizing the growing importance of soldier morale. “What you put 
into the soldiers’ minds and hearts,’ says one of these experienced 
observers, “is very often more decisive at the crest of battle than the 
weapons you have put into their hands.” Military authorities and Army 
officers have long recognized the importance of the “invisible weapon” 
of morale. 

RELATION OF LIFE INSURANCE TO MORALE-BUILDING 

There are many factors which affect morale. Some of the most 
important involve the serviceman’s deep concern for members of his 
immediate family—his wife, his mother, his children, perhaps his invalid 
sister. He is concerned about how they will get along in his absence, 
but even more, how they will live if he dies in service. The typical 
soldier thinks of war as a killing proposition; he conjures death as a 
possibility. 

The feelings and actions of the serviceman and of the members of 
his family react upon one another. If his mother or his wife is appre- 
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hensive about the future, the soldier is likely to share her depressed 
spirits. If his dependents feel that they will be provided for in a con- 
tingency, the serviceman is also buoyed by the same assurance. A vague 
awareness that something may happen and that proper precautions have 
not been taken to meet it, or that those which have been taken are not 
clearly understood, is likely to affect adversely morale. Conversely, a 
full appreciation of possible contingencies and a clear understanding of 
the steps which have been taken, or need to be taken, to meet them 
will stimulate morale. 

When a soldier dies or is missing in the service, the neighborhood 
from which he came feels the impact of the loss. If adequate financial 
provision has not heen made for dependents, the morale of the entire 
community may be adversely affected ; if it has been made, public morale 
generally is likely to be stimulated. 

The typical soldier, however anxious he may be to serve his country, 
is prone to overestimate his sacrifices, and this is particularly true of 
the older man with dependents who is obliged to disrupt his life plans. 
To the extent that measures can be devised to reduce or to eliminate 
existing or potential sacrifices, the morale of the man in service will 
be improved. 

Legislative enactments providing National Service Life Insurance, 
soldiers’ and sailors’ civil relief as applied to commercial life insurance 
policies, Social Security benefits for survivors of servicemen, and Vet- 
erans Administration pensions for dependents, were all passed as morale- 
building measures “to promote and strengthen national defense.” The 
discussion in Congress and in the press clearly indicated that these 
measures were intended to promote the welfare of servicemen and of 
persons with whose welfare they were concerned. No one seriously 
questions that they were morale-building measures and their effective- 
ness must be measured on that standard premise. 


THE OPERATION OF NATIONAL SERVICE LIFE INSURANCE 


How effective have National Service Life Insurance and related 
measures been to date in meeting their objectives? First, it must be 
recognized that a complete evaluation at this time is impossible. The 
situation in respect to life insurance protection for soldiers and their 
dependents is roughly analogous to that obtaining in the procurement 
of war equipment. Just as the implements of war must first be produced, 
transported, and effectively used, so must insurance protection, if it is 
to serve its purpose, be designed, understood, administered and used to 
meet real life situations. The value of the life insurance program for 
soldiers ultimately will be judged by the way in which the benefits 
provided meet the problems faced by dependents when the casualty lists 
begin to grow, when the war cost in men makes itself felt more and 
more. In addition, servicemen in the post-war period will judge it as 
a peace-time device. If servicemen understand and appreciate the insur- 
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ance now, they may be able to use it wisely later. In this way some of 
the insurance mistakes of the first World War may be avoided. 

The second thing which must be kept in mind in evaluating the life 
insurance program to date is that considerable progress already has been 
made. Under very difficult circumstances, and in spite of a woefully 
inadequate staff to do the job, both in respect to the number of persons 
and their training and experience, a tremendous amount of life insurance 
protection in the aggregate has been provided for soldiers, most of it 
since January 1, 1942. Although the coverage in many cases is not 
properly adjusted to individual needs and coordinated with other types 
of protection, it will be of invaluable help to dependents, or to the 
insured himself if he retains his policy at the end of his service. 

But in spite of the progress which has been made, there is some 
reason to believe that the intended objectives of National Service Life 
Insurance and related measures have fallen far short of realization 
and that a very significant factor in the war effort is needlessly being 
sacrificed ; that this unfortunate situation is due primarily to the lack 
of a satisfactory organizational plan and of the necessary procedures to 
give effect to the accepted, underlying objectives of morale-building. 
The result is that National Service Life Insurance today is in the 
anomalous position of being neither standardized nor individualized. 
Autonomy is permitted among service units when, as general rule, 
standardization is urgently needed. Standardization is frequently prac- 
ticed within the service command when, as a general rule, individualized 
treatment is urgently needed. 

There appear to be arbitrary variations in procedure from one service 
command or unit to another. Obviously, a man’s actual insurance needs 
are not in any way determined by the particular camp, station or 
reception center at which he has his first contact with National Service 
Life Insurance. While it is true that every serviceman is made aware 
of the fact that he is entitled to $10,000 of National Service Life 
Insurance, unless he already possesses United States Government Life 
Insurance, it is equally true that the wide variations in insurance pro- 
cedures result in varying degrees of coverage, frequently quite incon- 
sistent with individual needs. This is occasioned by the dissimilarity 
in the explanations of insurance values, coupled with the general lack 
of expert understanding, or misunderstanding, of insurance matters on 
the part of those for whom this protection is intended. A serviceman 
in one place may be signed up for $5,000 of National Service Life 
Insurance, with negligible or detailed explanation as to its nature, use 
and importance. If he had been sent elsewhere he might have acquired 
$3,000 or $10,000 of this insurance, or none at all, the precise amount 
depending upon various factors, some of which may be quite arbitrary 
or due purely to chance. 

There is a tendency to standardize insurance coverage for all men 
in a given service command or unit. Uniform treatment of servicemen 
whose life situations are dissimilar can only result in inconsistencies. 
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Actual insurance needs depend upon such variable factors as the number 
and types of dependents, the amount and kinds of commercial insurance 
owned by the serviceman, his dependents’ rights to Social Security 
Benefits for survivors, his possible debts, investments, other sources of 
income and similar items. It is an individual who is to be insured, 
not a group, a camp or a station. 


SUGGESTED CHANGES IN ORGANIZATION AND PROCEDURE 
What the precise revisions in organization and procedure should be 
to enable National Service Life Insurance and related measures to 
accomplish their major objective of morale-building is, of course, a 
matter for Army officials to decide. It is respectfully submitted, however: 


A. That the following are among the general changes which should 
be made: 

1. Variations in procedures from one service command or unit to 
another should be discontinued unless they can be justified on the score 
that the insurance problems of the men as a group in one place are 
fundamentally different from those of the men as a group in other 
places. The goal to strive for is not uniformity for the sake of uniform- 
ity, but to make available to every man in the service wherever he may 
be the best possible type of insurance protection under existing legisla- 
tion. If the total war effort is constantly kept in mind, standardization 
of the best procedures which can be devised should be the goal. In total 
war there is not much place for the “local autonomy” argument. 

2. In each post, station, camp or other appropriate military unit 
there should be a full-time insurance officer to give continuous attention 
to life insurance and related problems of men under his jurisdiction. 

3. The insurance officers should be selected with reference to their 
qualifications for this particular task, should be given expert training 
to perform their professional duties, and their functions should be so 
organized that they will always be in close touch with the directing 
insurance officer in the Adjutant General’s Office. 

4. The directing insurance officer in the Adjutant General’s Office 
should be expected to arrange for the training of these insurance officers, 
to provide them with necessary literature, forms and instructions, as 
well as to supervise the general operations of the plan to the end that 
its objectives may be realized. 


B. With trained personnel adequately supervised it would be possible 
to make the following procedural changes: Within a service command 
or unit, uniform insurance coverage for all men should be discontinued 
and more emphasis should be placed on the individuals needs and the 
needs of those for whose welfare he is vitally concerned. To set up 
identical insurance programs for two men in service whose life situa- 
tions are dissimilar is no more ‘justified than would be the use of the 
same medical treatment for two totally different types of illness. Insur- 
ance coverage can be individualized, within the limits dictated by mili- 
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tary requirements, to meet specific life situations if emphasis is directed 
along the following channels: 

1. A satisfactory insurance program can be arranged only in relation 
to an individual’s total financial situation. All forms of protection 
which a soldier has must be carefully weighed and properly coordinated. 
This will be especially necessary from now on as more and more older 
men with dependents are drawn into the services. Many of these older 
men, as well as many of those already in the services, have established 
very valuable rights to Federal survivors’ insurance for dependents. 
Some of them own commercial insurance policies which are indispensable 
for meeting certain types of needs and hence should not needlessly be 
sacrificed. In addition, there are other kinds of financial considerations 
which must be taken into account if the interests of the insured and 
his dependents are to be adequately protected. Moreover, life situations 
are constantly undergoing changes and insurance programs need to be 
reviewed and revised from time to time. Mistakes in insurance planning 
in civilian life frequently cause hardships; in military life, they may 
be tragic. 

2. A satisfactory insurance program can be arranged only in relation 
to specific family needs. Instead of emphasizing the face value of the 
insurance policy, attention should be focused upon the benefits which 
would accrue to the beneficiary in terms of needs or responsibilities in 
the event of the death of the insured, or upon the use which could be 
made of the policy if the insured lives. For example, if it has been 
definitely established that the insurer’s primary concern is for his 
mother’s maintenance, instead of emphasizing a $7,500 policy, stress 
should always be laid upon the $40 per month which the policy would 
pay to the soldier’s fifty-year-old mother for life in case of her son’s 
death ; or, if the son lives, the opportunity to convert the policy, without 
medical examination, to a permanent form of insurance which could 
still be used to protect his mother or a wife and children. 

3. A satisfactory insurance program can be arranged only if the man 
in service and his dependents understand what the program is supposed 
to accomplish. Unless they understand it they cannot appreciate its 
values nor avoid the worry resulting from uncertainty. They will lose 
the “psychological uplift” which comes from having adequate protec- 
tion, and morale will suffer on both the fighting front and the home 
front. A man who thinks of National Service Life Insurance only as 
a deduction from his pay check is likely to drop it at the first oppor- 
tunity; whereas a man who has made up his mind that he wants his 
mother to have $40 a month for life if he dies, and realizes that his 
insurance policy will provide it, will value his insurance and be a better 
soldier as a result. 

4. A satisfactory insurance program can be arranged only if there 
is a definite allocation of responsibility for insuring servicemen. At 
present there is a tendency to divide responsibility among the several 
service units at which servicemen may progressively find themselves. 
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The assumption may be made at the reception center that a man should 
initially be signed up for a standard amount of insurance pending the 
time when an analysis of his situation can be made at some other service 
unit where he is likely to remain for a longer period of time. This 
arrangement may work satisfactorily, but if the second service unit 
proceeds on the assumption that the man’s insurance needs already have 
been adequately cared for at the reception center, and therefore does 
not provide additional insurance guidance for him, the situation is far 
from satisfactory. 

In still another way there is at present a division of responsibility. 
In some instances servicemen are advised at the service unit in respect 
to National Service Life Insurance and are also given advice by a local 
underwriter in respect to commercial insurance. But in too many 
instances the two are not correlated. It would seem that once a man 
enters the services some responsibility for coordinating coverages rests 
with the armed forces. 

Respectfully submitted on behalf of The American Association of 
University Teachers of Insurance, by 

Epison L. Bowers, President 


In response to the Recommendations, Major General J. A. Ulio, the 
Adjutant General, on October 5, replied in part as follows: 


“I have been advised of your fine cooperation with the officers respon- 
sible for the administration of Government insurance since the first of 
the year, and I want you to know your efforts of the past, and in 
connection with our current problems are greatly appreciated. 

“The efforts of your Association in preparing the plan and recom- 
mendations submitted are greatly appreciated. They have been found 
timely and constructive, and you may be asgured will be given detailed 
consideration in connection with our future plans for the administration 
of our National Service Life Insurance activity.” 








SECRETARY’S REPORT FOR 1942 





During the summer of 1942 a number of members wrote to the 
Secretary expressing the opinion that due to the war the annual meet- 
ing for 1942 should not be held. After taking the matter up with 
President Bowers the Secretary mailed a questionnaire to the members 
under date of October 14th, requesting them to express their opinions 
regarding the advisability of holding the meetings scheduled for De- 
cember, 1942. The replies showed that approximately 80 percent of 
the members felt that the meetings should not be held. 

President Bowers wrote to the members of the Executive Committee, 
informing them of the results of the questionnaire and requested their 
opinion regarding the matter. The members unanimously voted to 
cancel the meetings. President Bowers then instructed Professor Frank 
G. Dickinson, Chairman of the Program Committee, to arrange a 
program of papers and other matters for publication in the annual 
Proceedings. 

Following cancellation of the 1942 annual meeting, President Bowers 
appointed a Nominating Committee, consisting of Professor G. Wright 
Hoffman, Chairman, and Professor Laurence Ackerman and Dr. Corliss 
L. Parry. The Nominating Committee suggested that the officers and 
the members of the Executive Committee for 1942 be continued in 
office another year. The Secretary under date of January 12, 1943, 
forwarded a letter to the members informing them of the Nominating 
Committee’s report and requesting approval or disapproval thereof. 
The members voted unanimously in favor of the suggestion. The Secre- 
tary also requested each member to include in his reply items of personal 
interest which the Secretary could print in the Proceedings. These 
will be found elsewhere in this volume. 

Ninety-nine members paid dues for 1942 and fourteen did not pay. 
The Treasurer’s report on another page shows among other things the 
receipts from dues and sales of Proceedings for 1942. 
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TREASURER’S REPORT FOR 1942 


INCOME 
Cash on Hand, January 1, 1942.......... 2 ceeeeeeeeeees $698.67 
Membership Dues for 1942 (99)..............4-- 297.00 
Sales of Proceedings: 
iS a | Serr rrrrr rrr ry rear ery $79.00 
1940 D gh ice vicseaesipeseewsein 1.75 
1939 DR isivcdccdvédesieuwewes its 1.75 
1938 DP weesscnesbeavedeuntvaess 1.75 
1937 De Sincaesetcandhveatwe 5464 1.00 
1936 Di cigdans ont ss be Rene tess 1.00 
1935 BD hesvenns cs dnustunannecee 1.00 
1934 DP estciatecqqebsesneneneen 1.00 
1933 BD nway 0:0:044604069900050:868 1.00 
1932 Die ddekinekans mearmnine 1.00 
90.25 
Advertising in 1941 Proceedings: 
a Eg ech a cee banca cewRe $3.00 
D. Appleton Century .............. 41.65 
John C. Winston Co. .............. 17.00 
BND ID TIEN coc cecnsevecescces 35.00 
McGraw Hill Co. .................. 35.00 
131.65 
Sales of Proceedings Reprints: 
American Institute Property & Casualty 
Underwriters .........se.eee0: $87.25 
eer foerer sac 21.14 
108.39 
Wb TARE on cccncaccsencdecduccocsscveneces 627.29 © 
Total Received from Ail Sources .............22eeeeeeeees $1,325.96 
DISBURSEMENTS 
Printing (John C. Winston Co.).........-...e00. $386.39 
Bank Charge for Handling Account.............. 1.00 
Miscellaneous Expenses for Secretary-'T'reasurer.. ... 51.18 
Total Disbursements .........+++eeeeeseeeeecees 438.57 
Cash on Hand, December 31, 1942.............0.0eeeeees $887.39 
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COMMITTEE PERSONNEL 
1943 
War Activities Committee 

Professor 8. 8. Huebner, University of Pennsylvania, Chairman 
Dean J. Anderson Fitzgerald, University of Texas 
Professor Ralph H. Blanchard, Columbia University 
Professor Robert Riegel, University of Buffalo 
Professor David McCahan, University of Pennsylvania 
Professor George W. Goble, University of Illinois 
Professor Edwin W. Patterson, Columbia University 
Mr. Irwin Bendiner, New York Life Insurance Company 


Annual Meeting Program Committee 
Professor Frank G. Dickinson, University of Illinois, Chairman 
Professor C. K. Knight, University of Pennsylvania 
Professor A. H. Mowbray, University of California 
Professor Howard Berolzheimer, Northwestern University 
Professor I. J. Sollenberger, University of Oklahoma 
Mr. Wade Fetzer, Jr., W. A. Alexander & Co. 


Publications Committee 
Professor C. A. Kulp, University of Pennsylvania, Chairman 
Professor J. Edward Hedges, University of Indiana 
Professor Corliss Parry, Columbia University 
Professor J. H. Magee, The J. F. Singleton Company 
Professor A. H. Reede, Pennsylvania State College 


Committee on Collegiate Preparation for Insurance Careers 
Professor Harry J. Loman, University of Pennsylvania, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor David McCahan, University of Pennsylvania 


Committee on Professional Standards in Property and Casualty Insurance 
Professor 8. 8. Huebner, University of Pennsylvania, Chairman 
Professor David McCahan, University of Pennsylvania 
Dean J. Anderson Fitzgerald, University of Texas 


Membership Committee 
Dean Laurence J. Ackerman, University of Connecticut, Chairman 
Professor Chester A. Kline, University of Pennsylvania 
Professor J. Wayne Ley, Ohio State University 
Professor Clifford D. Spangler, University of Nebraska 
Professor T. C. Bolton, Syracuse University 


Nominating Committee 
Professor Ralph H. Blanchard, Columbia University, Chairman 
Professor C. M. Kahler, University of Pennsylvania 
Professor J. Edward Hedges, University of Indiana 
Professor John MeNeill, University of Richmond 
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PERSONAL ITEMS 


Professor Ralph H. Blanchard has served during the past year as: 
Consultant to the Social Security Board; Member of the Advisory 
Committee on Insurance of the War Department; Consultant of the 
New York Insurance Department; President of the Casualty Actuarial 
Society. 

Professor Edison L. Bowers has served during the past year as: 
Member, Regional War Labor Board; Member, Ohio Adviser Council 
on Unemployment Compensation Insurance. 

Mr. L. R. Christman: “I am this year teaching a night class on 
Insurance Principles and Practices, and Casualty Insurance in the 
Extension Service of the University of Michigan.” 


Dr. Clyde J. Crobaugh informed us that he resigned as Head of 
Department of Economics at Bethany College, to accept the position 
as Chairman, Department of Marketing, Fenn College, Cleveland, Ohio. 
Professor Crobaugh, in addition to his work in insurance, is offering 
for the first time at Fenn College a course in post-war problems. Dr. 
Crobaugh will be glad to exchange ideas and correspond with members 
who are interested in post-war planning, particularly post-war social 
insurance proposals. 

Mr. Henry M. Faser, Jr., is now a Lieutenant, U. S. N. R., and 
stationed temporarily in Boston. 


Professor J. Anderson Fitegerald writes: “Since the Association had 
a hand in the organization of the American Institute for Property and 
Liability-Underwriters, Inc., I suggest a report on that matter for 
our Proceedings.” 


Professor Monroe Flegenheimer reports that under the new stepped- 
up program at City College there was an attempt to give eight-week 
courses in Fire-Casualty and Marine Insurance instead of the usual 
sixteen-week course. However, this doubling of the number of hours 
was found beyond the students’ digestive powers. So the courses were 
put on the sixteen-week schedule. 


Professor 8S. 8. Huebner has continued to serve as: Member of the 
War Department Advisory Committee on Insurance; Chairman of the 
Board of the American Institute for Property and Liability Under- 
writers, Inc.; President of the American College of Life Underwriters ; 
Member of the Advisory Committee on Industrial Fire Prevention of 
the Philadelphia Chamber of Commerce. He was recently appointed 
Insurance Consultant to the Civil Aeronautics Board. 


Professor J. Edward Hedges has been promoted from Assistant 
Professor of Insurance to Associate Professor of Insurance in the 
Indiana University School of Business effective July 1, 1942. He says: 
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“In addition to my work in insurance, I am serving as Acting Director 
of the Personnel and Placement Bureau. 

“Last summer I worked with a committee on the Indianapolis Insur- 
ance Board in organizing C. P. C. U. classes in Indianapolis and am 
now teaching two sections on Part I of the C. P. C. U. Education Pro- 
gram in the Indianapolis Extension Center with total enrollment of 95. 

“T am at work on a text entitled Practical Fire and Casualty Insur- 
ance, which is to be published soon.” 


Mr. Hampton H. Irwin has written a series of three booklets on 
C. L. U. work at the request of the American Society of Chartered Life 
Underwriters. They are entitled “You Can Become a C. L. U.,” “Hints 
on Preparing for the C. L. U. Examination,” and “Hints on Passing 
the C. L. U. Examination.” These booklets are intended to be used 
primarily by those now holding the C. L. U. designation to sponsor 
and actively assist those of their acquaintances whom they feel can 
pursue the C. L. U. program to advantage. 


Mr. Acis Jenkinson, 3rd, was called to-active duty under commission 
in Officers’ Reserve Corps on July 7, 1943. He was later transferred to 
Air Corps Officer Candidate School at Miami Beach, Florida, in August 
and assigned to the General Mess of the 0. C. S. Current address is 
525 W. 40th Street, Miami Beach, Florida. 


Mr. J. Maynard Keech. writes: “Present Employment: Associate 
Recruiting Specialist, Fourth U. S. Civil Service Region, Winston- 
Salem, N. C.” 


Mr. Milton C. Kennedy states: “During the year I have been asked 
to serve on the Board of Governors of Golden State College in San 
Francisco, representing the Insurance School.” 


Professor John H. Magee continues as State Director for Maine of 
the Federal Housing Administration. During the past year several 
thousand homes for defense workers in the Kittery, Portland, Bath, 
and Bangor, Maine, defense areas were financed through his office. 
Professor Magee’s text, “General Insurance,” after being reprinted six 
times in the first edition, was this year published in a completely revised 
second edition. 


Mr. R. L. Mannon reports that he has a commission in the Navy 
pending at Washington and hopes for favorable action. 


Professor A. H. Mowbray says: “Too old for war work or even the 
pint for the blood bank. Insurance classes are pretty small and will 
probably go smaller. Demand for statistics is increasing and statistics 
is now my major field. The intense shipbuilding and other war activity 
is creating many new problems in compensation insurance rate super- 
vision to which I give a good deal of attention as consulting actuary 
of the California Insurance L ,artment.” 
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Mr. James C. O’Connor reports: “I taught a course in Property 
Insurance at Indiana University Extension Division at East Chicago 
during the shortened fall semester. I am still affiliated with Central 
Y. M. C, A. College of Chicago and will resume my Property Insurance 
course there in February. 

“IT was also a discussion leader in the fire insurance section of the 
insurance short course school of the Indiana Association of Insurance 
Agents at Indiana University at Bloomington last May. This school 
followed the study course of the National Association of Insurance 
Agents in both fire and the liability sections and was very successful. It 
was under the general direction of our mutual friend J. Edward Hedges.” 


Professor J. E. Partington is now at the Office of Alien Property 
Custodian, 205 Commercial Bldg., Washington, D. C. He says: “I am 
now on leave with the above agency—came here last June.” 


Professor J. C. Pillion: “Have been in the Army since April 30, 
1942. Graduated from Officers’ Training School. Now Section Chief 
of the Officers’ Training School. Army address, Captain J. C. Pillion, 
A.C., 563 49th Street, Miami Beach, Florida.” 


Professor Robert Riegel reports: “I have just finished reading our 
fellow-member Hedges’ monograph on Compensation of Life Insurance 
Agents. 

J. E. Hedges and L. P. Henslee, Compensation of Life 
Insurance Agents, Indiana Business Studies No. 26, 78 
pp., June, 1942. 


I think all our members will be interested in reading it. It is no white- 
wash of the companies; neither is it biased like the T. N. E. C. report. 
It is not wholly a hymn of praise for the agent; neither does it rank 
him as a moron. 

“T am not as enthusiastic about the ‘revised compensation plans’ as 
Hedges and Henslee; they do not remove the inconsistency of graded 
commissions. I also am not certain about ‘vested commissions’ revert- 
ing to the companies. These are about the only major criticisms I have, 
and I must get them in to show that I am a qualified ‘reviewer.’ 

“Interesting, concise and informative is my judgment of this mono- 
graph. Good collateral reading for students, also; they will like it better 
than our lectures. As Hedges is giving away a limited number of copies, 
I do not think this boost can be excluded from the journal as ‘advertis- 
ing.’ I don’t know Hedges very well, and he is not sharing the royalties 
with me, or I would have written for him a longer ‘squib’ than this.” 


Mr. Verne Steward: “I am continuing my work in the field of sales 
personnel research and the publishing of appraisal materials aimed at 
the primary objective of a qualified and permanent sales personnel in 
insurance and other fields of selling. Most of my time during the past 
six months has been spent in the preparation of a guidebook for sales 
personnel research, the first of its kind so far as I know. I hope this 
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will lead to clearer thinking and appropriate action in dealing with 
the sales personnel problems now confronting sales executives. The 
turnover of insurance salesmen will be treated in detail. Some 28 
problems will be included in the study. Advance orders from 37 com- 
panies have made the work possible. The guidebook should be ready 
for distribution shortly after February 1.” 


Mr. Frank G. Turner is now preparing a series of lectures on Juris- 
prudence of the State of Florida. He is the author of New Jersey Law 
of Attachment, Law of Replevin, Law of Evidence, Automobile Liability 
Insurance Law, Negligence with Food, Drink, and Drugs, Gross Negli- 
gence with Automobiles, Law of Implied Negligence, Florida Automobile 
Accident Liability, New Jersey Negligence of Owners and Landlords. 


REPORT OF THE MEMBERSHIP COMMITTEE 


During 1942 our Association gained six new members and lost two. 
One of the two lost was Dr. George L. Amrhein, who died during the 
year. The new members are as follows: 


Dr. Wm. A. Berridge, Economist, Metropolitan Life Insurance Co., 
No. 1 Madison Ave., New York City 

Dr. Clyde J. Crobaugh, School of Business Administration, Fenn 
College, Cleveland, Ohio 

Dr. Curtiss M. Elliott, Department of Economics, University of 
Nebraska, Lincoln, Nebraska 

Prof. John W. McNeill, Department of Economics, University of 
Richmond, Virginia 

Prof. Louis H. Schuster, Department of Business Administration, 
West Virginia State College for Negroes, Petersburg, Virginia 

Mr. Orieon M. Spaid, Research and Development Division, The 
American Insurance Group, Newark, New Jersey 


The Membership Committee wishes to remind the members that the 
responsibility for building up the membership rests largely with the 
individual members. 
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TYPES OF MEMBERS 


A. Active—Any person who, at the time he originally applies 
for membership or at the time he requests reinstatement of a 
membership previously lapsed, holds a teaching appointment 
in an accredited college or university in the United States or 
Canada, and who is offering for degree credit one or more 
graduate or undergraduate courses devoted entirely to insurance 
(including insurance law and actuarial science), shall be eligible 
for active membership in the Association. 


B. Associate—Any person who is, or has been, engaged in 
any form of educational work in insurance, but who is not 
eligible for active membership, shall be eligible for associate 
membership in the Association. An associate member who, sub- 
sequent to joining the Association, meets the eligibility require- 
ments for active membership may be transferred to active status 
upon request, with approval of the Executive Committee. Asso- 
ciate members shall not have the right to vote or to hold office, 
except as hereinafter provided. 











PROCEEDINGS 
The Secretary has copies of the Proceedings 
of previous Annual Meetings available 
at prices ranging up to $1.00 each. 
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From Ronald Press 


INSURANCE TEXTBOOKS 


CASUALTY INSURANCE, Revised 


By Clarence A. Kulp, Ph.D., Professor of Insurance, 
University of Pennsylvania 


N analytical treatment of casualty insurance is covered in this text; much 
Alike mbject matin ot avaiable cwhere ambled win thin a single 


: I, Hazard, I noe velo ay adhe 
Il, Ir Comain Ie Nenad i Polite, Ill, Companies, Regulations. 
REVIEWERS COMMENT: “This is not really a revision, but a new book 


written by one whose contacts with the business in the 14 years intervening 
[since the first edition] have . oy ee his outlook and ee ™ 


into the essentials of ew 
Caray “terial Sota. — “De. Ka Kul Bre rong. = 
from his pen. He Randied a subject with rare 


skill « and thoroughness. . . . The pe Bo of a casualty insurance company 
who has an ambition to fill a more responsible position cannot do better than 
study Dr. Kulp.” Journal of American Insurance, — “The volume is 
fnarance principles Froquent"dgrewione elating out 
insurance P. requent digressions out 
make interesting reading.” ene Hustler, 

“The book emphasizes basic principles, pp adh ot gpa Gives complete 
pe of sub — matter. It provides a liography of ten pages a 

48 up-to-date 680 pages. $5.00 





INSURANCE, Revised Edition 


By S. B. Ackerman, A.M., LL.B., Member of the New York Bar, 
Professor of Insurance, New York University 


Tus standard work, covering all forms of insurance, oe & the Pay se: 
not only of those engaged in the insurance b but also S 
group of ive buyers of some form of insurance. double vie 
with em sage hag corde angi bn aryyag Ete phelps 
in the teaching of the subject in classes. 
COMMENT: “The book is instructive; it such informa- 
should know . . . and shoul prove a valuable 
“The outline form with many numbered 
ee en ee gach’ en deal 


Cogieyhe g-oghadipage el Sareghang he. AR 
eee to see. Sonn oe Receive Reemeaae, Sy. seas Siocon, Cae 
constitute invalur bie : ae for meeting ene ae 
- Paper cover, $.7: 5 book, $4.7 Bock slone, $4.50 


Now Available, General Catalog of Books 


THE RONALD PRESS COMPANY 
15 East 26th Street Established 1900 New York, N. Y. 
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